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Umbrella Competition among Daily Newspapers:
A Case Study of the St. Louis, MO-IL MSA
Abstract

Umbrella competition model has been used to examine
newspaper competition across city boundaries. Extant research of
the model, however, has generally ignored comparing inter-layer
and intra-layer competition.

This study tests the umbrella competition model by comparing
the intensity of inter-layer with that of intra-layer competition
for newspaper circulation in Madison county of the St. Louis, MO-
IL MSA. The study confirms the umbrella competition model,
showing that inter-layer competition between the metro daily and
the suburban newspapers is more intense than that among suburban
dailies of the same layer. The implications of the study are
discussed in light of the most recent discussions on intercity

competition research.
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Umbrella Competition among Daily Newspapers
in the St. Louis, MO-IL MSA

Michael Yan

Introduction

Since World War 1I, the American newspaper industry has been
undergoing a major structural change, that is, the decrease of
metropolitan dailies and the increase of suburban dailies and
weeklies (Rosse, 1978). Parallel with this change is the shift of
research focus from intracity competition to intercity
competition (Compaine, 1982, Mishra, 1980).

An umbrella competition model has been advanced to describe
intercity competition in metropolitan areas (Rosse, 1975). The
theory starts by dividing the newspapers in a metropolitan area
into four layers. The first layer it composed of metro dailies
that provide regional coverage. The second layer includes
satellite city dailies. Satellite dailies are similar to the
first layer newspapers in content, but more locally-oriented. The
third layer consists of suburban dailies, which are outside the
central city and very local in their coverage. The last layer is
made up of weekly newspapers and shoppers, which are almost
exclusively local in nature.

Newspaper competition, according to the umbrella model, is
more intense between layers than within layers. One of the
reasons is that newspapers compete against each other for

advertising and circulation along the fringes of the markets.
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Because the geographic boundaries of daily newspapers on the same
level overlap only slightly, if at all, there is little or no
competition among the papers. On the other hand, because of the
greater overlapping in coverage between higher and lower layers
of newspapers, newspapers between layers compete for readers and
advertisers (Rosse, 1975).!

The trend of growing newspaper monopoly in central cities
and increasing competition between metro and suburban newspapers
have aroused economic concern that metro dailies will eventually
run suburban newspapers out of business (Roberts, 1981). A
related ethical consideration is that the social responsibility
of a free press will be limited by increasing intercity
competition and decreasing intracity competition (Rosse, 1975).
Subsequent studies of umbrella competition, however, have
generated mixed results.

A small body of research of intercity competition has
advanced since the inception of the umbrella competition model,
but extant empirical research on this model has generally ignored
comparing inter-layer and intra-layer newspaper competition, a
necessary step in validating the model. This study chooses the
St. Louis Metropolitan Statistical Area (MSA) to tentatively test
the umbrella model by comparing the intensity of between-layer
competition with that of within-layer competition using

regression analyses.

Literature Review

As shown below, past research based on the umbrella

(ag
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competition model has either taken the existence of umbrella
competition for granted and attempted mainly to gauge its impact
on newspaper content, circulation and advertising, or focused
only on between-layer competition. In addition, few efforts have
been made to statistically test the umbrella competition model by
comparing between-layer and within-layer competition.

Lacy'’s study (1988a) examined the impact of intercity
competition on newspaper content. ﬁe found that the intensity of
intercity newspaper competition is positively related to the
percentage of space in a newspaper devoted to general news
coverage and local news coverage. Although the study showed that
intercity competition is a stronger contributing factor to
increased general news and local news coverage than are intracity
competition as well as other variables including population,
average household income and newspaper circulation, it did not
directly and systematically compare intercity and intracity
competition. It defined intercity competition as the "percentage
of households in a newspaper’s county that took another daily
newspaper" (Lacy, 1988a, p.402), and the higher the percentage,
the more intense the umbrella competition is assumed to be.

In another study of the impact of intercity competition on
newspaper content, Lacy (1990) looked at competition between
metro dailies and suburban weeklies, testing the hypotliesis that
"circulation of metropolitan dailies and circulation of suburban
weeklies within suburbs will correlate positively with the same

categories of suburban news, editorials and advertising" (p.

®.
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789) . He reasoned that if there are similar patterns of content-
circulation correlations between metro dailies and suburban
dailies, there will exist substitutability and thus competition
between these metro and suburban weeklies. The result of this
case study only partially supported his hypothesis with similar
correlation patterns appearing only in such content areas as
display advertising, insert advertising and local sports.

One example of research on advertising and circulation
competition is Lacy’s study (1985) measuring between-layer
competition in advertising and circulation as perceived by
suburban newspaper executives. In this survey, suburban editors
and publishers in metro areas with monopolized central markets
perceived circulation competition from metro dailies to be
greater than advertising competition. On the other hand, those in
areas with two or more separately owned and operated newspapers
in thé central market perceived advertising competition more
intense than circulation competition. The study also found that
advertising competition was perceived to be more influenced by
distance between the metro cities and suburban cities than was
circulation competition.

However, Niebauer Jr. et al (1988) found that the newspaper
market structure of the central city did not extensively
influence either the existence of suburban newspapers or their
circulation. On the other hand, as population increases, the
circulation of suburban newspapers increases; as the circulation

of the metro daily increases, the circulation of suburban dailies

o,
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decreases; as the distances of the suburbs Ircm the central
market increases, the circulation of the metro daily in the
suburbs decreases. Like Lacy (1990), this study focused more on
interlayer than intralayer competition.

One of the few studies that directly tested the umbrella
competition model is a historical account by Tillignhast (1988)
of the southern California papers in the Los Angeles area. The
research showed that competition among these papers was limited
to between-layer competition and there was little within-layer
competition among the dailies. |

. Another case study, however, came up with different results.
Devey (1989) aggregated the total circulation of newspapers in
each of the three umbrella layers (metro, satellite and suburban)
in the Boston MSA and found that circulation of lower-level
newspapers increased at a faster rate between 1945 and 1985 than
that of metropolitan newspapers. This led her to refute the
hypothesis that interlayer umbrella competition for circulation
exits in that area. One of the reasons for the lack of interlayer
umbrella competition was thought to be the competitive central
market in the Boston MSA which facilitated the continuing growth
of satellite and suburban newspapers.

These two studies have their limitations. Whereas
Tillinghast (1988) was historical and descriptive, Devey (1989)
only looked at the competition be*ween higher-level and lower-
level newspapers, ignoring the r_ mpetition between lower-level

newspapers. Besides that, the latter study concluded without
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statistical support that the increase in circulation of lower-
level newspapers was due to the proportionate decrease of
population in the central city and population growth in satellite
cities and suburbs during that time period rather than inter-
layer competition from the metro dailies. This same study also
used aggregated circulation data for each layer, overlooking the
fact that umbrella competition might exist only in some counties
within a metropolitan area.

Research Design

By stating that between-layer competition is more intense
than within-layer competition in a newspaper market, the umbrella
model factually involves a comparison of between-layer and
within-layer competition, but as the above literature review
shows, the previous studies have generally neglected the fact.
This study thus goes back to the starting point to test the
umbrella competition model, that is, to find out whether the
competition between the metro daily and the suburban dailies is
greater than the one among suburban dailies.?

As shown earlier, newspaper competition includes content,
advertising and circulation competition. Only circulation
competition is examined in this study for the reason of
simplicity alﬁhough a rigorous test of the model should consider
content and advertising competition also.?

Circulation competition is usually defined according to the
cross-demand elasticity theory, that is, if a newspaper'’'s

circulation demand is reponsive to another newspaper’s price,

e
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content quality, or other choice variables, there is readership
competition among the papers. However, while editorial quality is
hard to measure, the assumed existence of price inelasticity of
circulation demand makes it less meaningful to operationalize
circulation competition based on the price cross-demand
elasticity theory (Lewis, 1995).

This study, following Lacy (1988a) and Winter (1993), test
newspaper circulation competition by examining the extent of
local circulation penetration by non-local newspapers from
different or the same layers. Interlayer competition is measured
by interlayer penetration, i.e., the market share of upper- or
lower-layer newspapers (e.g., a metro daily’s market share in a
suburban county). Intralayer competition is measured by
intralayer peneration, the market share of newspapers from the
same layer (e.g., a suburban daily’s warket share in a suburban
countv). To test the umbrella competition model is therefore to
test the following hypothesis:

The interlayer penetration is predictive of

newspaper circulation over and above the
intralayer penetration.

The Newgpaper Market of the St. Louis MSA Metropolitan
Statistic Area is often used to study umbrella competition
because generally metro dailies cover this geographic area and
the proposed umbrella competition is more likely to occur here
(Morton, 1983).% The St. Louis MSA used for the present study

includes nine counties, five from the state of Illinois and four

el
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from the state of Missouri. They are Clinton, Jersey, Madison,
Monroé, and St. Clair in Illinois, and Franklin, Jefferson, St.
Charles and St. Louis in Missouri.

Table 1 shows the daily/dailies each of the nine ccunties
have access to and the circulation and market share (in
parenthesis) of the papers in the counties in 1992. As shown, of
the nine counties, two (Franklin and St. Charles) have only one
daily, the central metro daily St. Louis Post-Dispatch ("Post"
hereafter), five (Clinton, Jersey, Monroe, St. Clair and
Franklin) have one metro daily and one suburban daily and twc
counties (Madison and St. Louis) have one metro daily and two or
more suburban dailies. In addition, Madison, St. Louis, St. Clair
and Jefferson are the only four counties in the MSA that have

their own daily/dailies.

Lacy and Davenport (1994) classified newspaper markets into
eight structural types and specified the type of competition
potential each type of market would have (see Table 2). According
to Table 2, in the St. Louis MSA, there would be no competition
in Franklin and St. Charles counties which have only one daily.
Five counties (Clinton, Jersey, Monroe, St. Clair and Franklin)
where.there are one metro and one suburban daily have the
potential for inter-layer competition only, whereas two counties,

Madison and St. Louis counties which have one metro daily and two

i s
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or more suburban dailies, have the potential for both irter-layer
and intra-layer competition. Since the purpose of the study is to
compare inter-layer competition with intra-layer competition, and
also because the St. Louis Countian and the St. Louis Record have
minimal circulation in St. Louis county, only Madison county and
the four newspapers it has (i.e., Alton, Edwards, Belle and Post)

can be and are included in this study.

There are four major dailies in Madicon county. Post is the
metro daily. Of the three same-layer papers, the Alton Telegraph
(vAlton") and the Edwardsville Intellegencer ("Edwards") are
published in Madison county while the Belleville News Democrat
("Belle") is published in St. Clair county. Here, Post’s market
share in Madison county is the interlayer penetration and the
market share of Alton, Edwards and Belle in thz county is the
intralayer penetration. If the umbrella competition model holds
in this county, Post’s market share in the county accounts for
Alton’'s circulation change more than Edwards or Belle does, and
Edwards’ circulation change more than Alton or Belle does. This
can be tested by multiple regression analysis.

Two other variables that are usually thought to account for
newspaper demand changes are also included in the analysis. They
are household and average household income (AHI). The data set in

this study thus includes the households, the AHI, and the market
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shares of Post, Alton, Edwards and Belle in Madison county from
1971 to 1892.

The circulation and penetration data of the newspapers
collected by the American Audit Bureau of Circulation were taken

from Ciiculation. The household and average household income data

came from Editor and Publisher Market Guide. SAS/STAT is used for

the multiple regression analysis.
Results

Table 3 shows the descriptive statistics (means and standard
deviations) of the variables concerned in the study. The Pearson

Correlation Coefficients are presented in Table 4.

The Pearson Correlation Coefficient Matrix has a surprising
showing, that is, ECir has no significant correlation with all
the other variables except EShare.’® The consistency of ECir’'s
lacking correlation with other variables and a further
examination of the data set suggest that the phenomenon may be
due to the variable’s lack of variance in the original data.
Therefore, multiple regression on ECir is omitted. In other
words, only multiple regression on ACir is run in this study.

Other things that worth noticing in Table 4 are that Alton
and Edwards have positive correlations in circulation and market
share and this is also true for Post and Belle. Besides, Alton

and Edwards have negative relations with household and income.®

7} I‘:t
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Since a time series data set is involved here, Durbin-Watson
D statistic is examined before actually running the multiple
regression on Alton’s circulation. When vregression on ACir is run
using independent variables House, Income, Bshare, Eshare and
Pshare, the Durbin Watson D value of the model is 1.62 (22,5).
The first order autocorrelation .093 is not significantly
different from zero {(a=.01). This means SAS/ETS procedures for
time series data are not necessarily needed. This study thus uses
the SAS General Linear Model (GLM) procedure for the regression
analysis. In addition, because the study is intended to compare
the intensity of interlayer with that of intralayer competition,

Type II1I test is specifically interested.

Table 5 presents the results of the regression analysis in
which the dependent variable is ACir and the independent
variables are House, Income, BShare, Eshare and PShare. The
coefficient of determination (the R-square value) of the
regression is .947, which means that the independent variables
altogether account for 94.7% of the total variance of the
dependent variable ACir. This is statistically significant
(p<.05) .

Type III test is an estimation function that can show the
unique contribution of each independent variable in explaining

the dependent variable(s). As shown in Table 5, two variables,

-
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household income and Post’s market share, are statistically
significant predictors. Their R-squre values are 6.06% and 1.74%
respectively (a=.05). There is a negative regression correlation
between ACir and PShare, showing there is statistically
significant interlayer competition between the two papers. On the
other hand, the two intralayer penetration variables, Edwards’
market share and Belle’s market share, along Qith the household
variable, have non-significant predicting power. The hypothsis is
supported here.

Discussion

The study tests the umbrella competition among newspapers in
a county. The regression analysis show that in Madison county of
the St. Louis, MO-IL MSA, the market share of the metro daily St.
Louis Post-Dispatch in this county (i.e., interlayer penetration)
and the average household income of the county are predictive of
the circulation of the county’s major daily Alton Telegraph, but
circulation penetration of two other same-level dailies,
Belleville News Democrat and Edwardsville Intellegencer, are not.
The umbrella competition model is thus confirmed in this case
study.

The conclusion, however, comes with several shortcomings of
the study. First, in order to test the umbrella competition
model, considered can be only those counties having access to at
least three dailies including both metro and suburban or
satellite ones (see Table 2). The St. Louis MO-IL MSA chosen for

the study includes only one such county, i.e., Madison county.
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The final analysis is thus confined to only one county with a
particular structure of newspaper market. The three-firm
concentration, which is 56.6%, and the Lacy competition index,’
which is 4.6, in Madison county in 1992 (see Table 1) indicate
that newspaper market in Madison county is competitive. This area
also has a monopolistic central market structure with the St.
Louis Post-Dispatch dominating the market. It should not be
surprising that the nature and extent of umbrella competition
differ in different markets. Although individual market analysis
has been shown to be able to better describe the reality of
newspaper competition (see, e.g., Lewis, 1995), we should go
further than market-by-market case studies.

Although the study finds that interlayer penetration rather
than intralayer penetration is predictive of newspaper
circulation, the contribution of interlayer penetration is very
small, that is, accouting for only 1.74% of the variance of
newspaper circulation. The great and significant determination
coefficient (.947) and small r-sqaure value for the individual
variables in this case indicate the existence of
multicollinearity in the independent variables, a problem the
study does not address. The small sample (N=22) of the study
further worsens the problem of multicollinearity.

In addition, the study reveals that number of household and
average household income do not have consistent relations with
newspaper circulation. It thus resonate Lewis’s (1995)

observation that population and income might nct be good
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variables in explaining circulation demand. Other variables may
be missing® and should be included in the study.

In summary, this study is just a tentative step in testing
the umbrella competition model. Its shortcomings discussed above
limit its validity. However, the way to test the umbrella
competition model as proposed in the study, that is, comparing
the predictive power of interlayer and intralayer penetration,
should not be invalidated by the weaknesses of the study. Future
research using this conceptualization should be done with a
larger sample size and more carefully selected independent
variables. For the former, more counties with umbrella
competition potential as defined by Lacy and Davenport (1994)
could be sampled to test the model. For the latter, newspaper
content and advertising variables, distance between newspaper
markets, educational level as well as competition from non-print
media could be included in the regression model. Only when more
fesearch with more generalizability is done can the umbrella
competition model develop to the point that "it can predict the
results or explain t.ie nature of intercity competition in

individual markets" (Lacy, p. 70, 1988Db).
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Table 1 Circulation and market share of the dailies in the St.
Louis MSA in 1992
Alton@ Edwards Belle Fetus | Post Countian Record
Clinton 1953 ] 1263
(16.7%) (10.8%)
Jersey 3019 547
. | (40.3%) (7.3%)
Madison 25940%* 6498%* 6051 21606
(27.2%) (6.8%) (6.3%) (22.6%)
Monroe 1765 1516
(20.8%) (17.8%)
St.Clair 38274%* 12322
(40.2%) (12.9%)
Franklin 5404
(18.5%)
Jefferson *H 13192
(21.5%)
St. 24845
Charles (30.7%)
St .Louis 242803~* 1280%* 1063%*
(44.4%) (.2%) (.2%)
MSA 28959 6498 48224 323498 1280 1063
(3.1%) (.7%) (5.2%) (34.6%) (.1%) (.1%)

@ Alton=Alton Telegraph, Edwards=Edwardsville Intellegencer,
Belli=Belleville News Democrat, Fetus=Fetus County Democrat,
Post=St. Louis Post Dispatch, Countian=St. Louis Countian,
Record=St. Louis Record.

* Home county circulation.

# Fetus is a non-ABC (Audit Bureau of Circulation) newspaper. The
information of the daily is not available.

Data compiled from Circulation 1993 (New York: American Newspaper
Market, Inc).
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Table 2 Types of Daily Newspaper Market Structure, Percentages of

Counties with Various Types and Their Competition Potential

Type of Structure Type of Percentage
Competition | (1988)
Potential
No daily newspapers No 1.1%
competition
Only one daily newspaper No 29.6%
competition
Two or more metro dailies Intralayer 3.0%
but no suburban or satellite competition
dailies
Two or more satellite dailies Intralayer 22.5%
but no suburban or metro competition
dailies
One metro daily and Interlayer 22.1%
one suburban or satellite daily | competition
One metro daily and Inter- and 13.7%
two or more suburban or intra-
satellite dailies competition
Two or more metro dailies and same as 5.5%
one suburban or satellite daily | above
Two or more metro dailies and same as 2.5%
two or more suburban or above
satellite dailies
Data compiled from Lacy & Davenport (1994), p. 39.
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Table 3 Descriptive Statistics:
Means, Standard Deviations (SDs) and Sample Size (N)

Means SDs N
Alton Cir. 28935 1692 22
Edwards Cir. 6741.2 342.7 22
Belle Cir. 2134 .2 1952.8 22
Post Cir. 11278 5775 22
Alton Share 32.8 3.8 22
Edwards Share 7.6 0.7 22
Belle Share 2.3 2.1 22
Post Share 12.5 5.7 22
Household 89036 4953 22
Income 27125 11891 22

N
< s
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Table 4 Pearson Correlation Coefficients

Correlation ACir BCir ECir PCir AShare BShare EShare PShare Household Income
ACir 1.00 -.88 27* -.86 .96 -.88 .76 -.81 -.13 -.96
BCir 1.00 -.36* .78 -9 .99 -.83 T2 .80 93
ECir 1.00 -.48* 22+ -.35* 24 -.50* -.07* =27
PCir 1.00 =77 .76 =75 .99 44+ 81
AShare . 1.00 - .80 =71 -.88 -97
BShare 1.00 -.83 n .81 .93
EShare 1.00 -72 -.68 -.80
PShare 1.00 37* .76
Household ' 1.00 .80
Income : 1.00
* NOT significant at .01 significance level.
- Abbreviations: ACir=Alton circulation

BCir=Belle circulation

ECir=Edwards circulation

PCir=Post circulation

AShare=Alten market share

BShare=Belle market share
EShare=Edwards market share
PShare=Post market share

ERIC ol

Aruitoxt provided by Eic:
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Table 5 Results of Regression on Alton Circulation (ACir)
F value R-square P Estimate
67.62 .947 .00
Iv Type III Test
Household
.67 .22% .43 -.038
Income
18.42 6.06% .00 ©-.119
BShare
.48 .16% .50 101.18
EShare
.64 .21% .44 -231.54
PShare
5.28 1.74% .04 -85.52
Intercept .00 38174.8
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<




Umbrella Competition in St. Louis
25

Notes:

1. Lacy & Simon (1993) proposed to add two more layers to the
model. One is a layer of national newspapers above the metro
dailies. The other is a layer of group-owned, non-daily newspapers
in suburban areas in the bottom. They also pointed out that the
number of layers vary in different markets. In addition, there has
always been a practical problem in distinguishing the second and
the third layer newspapers in many areas due to the difficulties in
defining satellite cities. In most cases where the boundaries of
the second and the-third layers blur, researchers simply clustered
the two layers into one (Lacy, 1984).

2. Only two layers, the metro daily and suburban-dailies, are
discussed in this study because information on weeklies over the
years is not consistent and always available.

3. Examining.advertising and content competition requires other
data, especially qualitative data, and additional research design,
e.g., content analysis, which are beyond the scope of this study.
In addition, circulation competition is presumptively the basis for
advertising and content competition.

4. Umbrella competition could exist in counties outside of the
metropolitan areas (Lacy and Davenport, 1994).

5. It is not surprising at all that there 1is significant
correlation between ECir and EShare.

6. This may be contrary to the common knowledge, but may not be
contradictory to common sense. It might just reflect the shift of

people’s media preference from newspaper to other media.
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7. This is determined by subtracting the market penetration of the
second largest circulation newspaper from the penetration of the
largest circulation newspaper in a market (Lacy, 1987). The smaller
the difference, the more competitive the market is.

8. Missing variables is another source of the multilinearity

problem.
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Abstract

1995 marks the 25th anniversary of the highly
controversial Prime Time Access Rule (PTAR) and the
first serious consideration of repeal by the FCC. With
the intention of limiting the economic power of the
networks and thereby generating meaningful program
diversity on a local level, PTAR has been the source of
disappointment and debate for over two decades. While
recognizing that First Amendment issues involving
program content regulation are important, this paper
emphasizes an economic perspective to explain why PTAR
has remained a promise unfulfilled.

The article provides five interrelated factors
that have contributed to the rule's poor performance in
generating program diversity.

1. The FCC's spectrum management policies that fostered
a three network oligopoly on a national and local
market level.

2. The Nielsen ratings that lack the depth and
precision to measure small specialized audiences

3. The program content theory known as least
objectionable programming (LOP) that caters to large

homogeneous audiences
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4. The program scheduling strategy known as "stripping”
which reduces mathematically the availability of
program options.
5. The influence of barter syndication advertising
which requires a broad national distribution of
programs.

The article concludes that real program content

diversity is not only a matter of cultivating more
program suppliers, but also increasing the number of

program channels.
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Diversity and The Economics of Television Decree:
Why The Prime Time Access Rule
Has Given us 25 Years of The Same Old thing
In the fall of 1971, ABC, CBS.and NBC were forced
to cancel over a dozen prime-time programs in order to
accommodate the introduction of a new FCC rule that
limited the number of hours of programming the networks
could provide to their affiliated stations. Among the
canceled shows were, "Hogan's Heroes", "The Newlywed
Game", "Let's Make A Deal", and "The Beverly
Hillbillies" (Brown, 1971; Shapiro, 1989). According to
the new FCC mandate, local station affiliates were to
access this vacated time with newly created local and
syndicated programming.
With the introduction of The Prime Time Access

Rule (PTAR, 1970), the Federal Communications
Commission (FCC) ventured into the "vast wasteland" of
prime time television. The commission expected that,
over time, its decree would stimulate the production of
network quality syndicated prime-time programs, thereby
enhancing competition among program suppliers.

The commission envisioned "an hour of top-rated evening

LN
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time for competition among present and potential non-
network program sources...so that the public interest
in diverse broadcast service may be served" (PTAR I, 23
FCC 24 at 397).

Twenty-four years later, the following programs
dominate the same time period that was declared off
limits to the networks: "Wheel of Fortune", "Jeopardy",
"Entertainment Tonight, "A Current Affair", "Hard Copy"
and "Inside Edition". Four of the top six most popular
programs are distributed by one company, Kingworld
Productions (Blair Television, 1994; NATPE, 1995).

There is no doubt that PTAR truly did restrict the
networks, but most broadcasters, FCC commissioners,
Federal Court judges, media critics, and scholars have
given only faint praise to the rule's ability to
inspire significant alternative programming (Sterling &
Kittross, 1990; Krattenmaker, 1984). After more than
two decades of dodging the issue, in 1994 the FCC
announced a formal Notice Of Proposed Rule Making to
access the future value of PTAR (FCC, October 25,
1994). Hearings are scheduled to begin in April 1995.

Analysis and criticism of PTAR have

essentially taken two approaches - The first has been a

)
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legal approach that has focused on the limited First
Amendment rights of broadcasters and the FCC's
authority to intervene in program content. The
constitutional issues are provocative and deserving of
their own specialized research. For those interested in
a more legalistic perspective of the PTAR debate, the

author recommends a review of Mt. Mansfield Television

v. FCC, (442 F.2d 470, 1971), and the 1994 FCC Petition
for Declaratory Ruling filed by First Media Corporation
(MMB File No. 900418A).

The second approach, and the focus of this paper,
has concentrated more on the practical economic impact
of the rule. While the trade press has given PTAR
thorough coverage - -for many years, there is a surprising
lack of scholarly research on the economic
repercussions of the law. One prophetic journal
article, written over 20 years ago, offers insightful
analysis and an accurate prediction of the rule's
lackluster performance. Hall and Batliva (1973)
maintained that the oligopolistic structure of the
television industry discouraged diversity. As long as
there remained a limited number of channels of

distribution, the natural desire to obtain the largest

¢
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possible share of a market would inevitably force
broadcasters to telecast similar programming. The
authors asserted that the key to generating more
diverse programming was not the FCC's "Misadventure in
Program Regulation" (p. 215), but rather, to establish
more outlets. A decade later Krattebmaker (1984)
offered more provocative opinion than scholarly
substance with his scathing "Six Commandments for Inept
Regulation." (p.27). Although PTAR was intended to
inspire more program variety an analytical study
conducted by Walshlag & Adams (1985) concluded that the
national networks responded to PTAR with even less
variety in prime time.

Almost 20 years after the rule's inception,
Rosencrans (1990) analyzed the economic influence of
PTAR rule and observed that, "Rather than shifting
control away from the few powerful networks to the many
independent program suppliers, the beneficiaries of the
shift have been the major motion picture studios, whose
television divisions have merely replaced the networks
as the dominant programming sources" (p. 66).

This paper explores some of the major economic

causes and consequences of PTAR and explains why the

-
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rule has remained a promise unfulfilled. While
reiterating valid observations made in prior studies,
this paper also incorporates several new perspectives.
Section I summarizes the essential components of PTAR
and the core issues involved in the upcoming Proposed
Rule Making. Section 11 examines the historic roots of
the law and the primary rationales for enacting it in
the first place. Section III looks at the immediate and
long term consequences of the rule on television
programming. Section IV provides a number of economic
reasons for the rule's disappointing impact on program
diversity, while Section V explores the multi-channel
future of television and the relevancy of PTAR. The
paper concludes in section VI with a brief summary and
discussion of the necessary ingredients for significant

program diversity.




Diversity 9
Section I
The Essentials of PTAR
and the Upcoming Proposed Rule Making

PTAR, in essence, prohibits network affiliates in
the top 50 markets from airing more than three hours of
network or off-network programming during the four
hours of prime time each evening. The rule effectively
carves out one hour of "access" time for the local
stations to air first-run syndicated or locally-
produced programs. All Independent stations, as well as
affiliated stations licensed to markets ranked below
the top 50, are exempted from the rule.

The FCC enacted PTAR in 1970. Three years later
the Commission in PTAR II (1973) reduced the access
time to one-half hour and stipulated that it must be
between 7:30 and 8:00 pm. The resulting uproar fron
the National Association of Independent Television
Producers and Distributors forced the Commission in
1975 to adopt PTAR III, which increased access time
back to one hour within the specified time frame of
7:00 to 11:00 pm (PTAR III, 1975). PTAR III, which has

been in effect for almost 20 years, provides for a

34
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number of "waivers" including off-network children's
programs, public affairs, and documentaries.

In tandem with PTAR I, the Commission adopted the
Network Financial Interest and Syndication Rules. The
"Fyn-Syn rules", as they are called, placed severe
restrictions on the networks' involvement in program
syndication. A network could retain the right to
produce or purchase a program for first run airing in
prime time, but once that program was available for
syndication (ie. off-network), the network had to
relinquish all financial interest from profits derived
from syndicated sales to stations (Fin-Syn, 1970).

Looking at the multi-channel future and believing
_that the old fears of "network dominance" were no
longer relevant, the U.S Court of Appeals for the
Washington D.C Circuit in 1992 persuaded the Commission
to begin a multi-stage phase out of the Fyn-Syn rules
(Schurz Communications v. FCC, 1992).

Although, the Fyn-Syn rules and PTAR are separate
and distinct FCC rulings, they were initiated for all
intents and purposes as a "package" designed to
restrict the power of the networks over local stations.

Therefore, the rationales used to roll back the Fyn-Syn
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rules have prompted debate over the continued need for
PTAR, particularly the section dealirg with off network
programming (FCC, October, 1994).

The Two Sides of the PTAR Debate

Aside from First Amendment concerns, the core
economic issue the FCC is considering in its rule
making proceedings is the alleged disadvantages network
affiliates face in an era of increased competition from
cable and independent stations. Many of these
"independent"” stations are affiliated with partial
networks such as Fox and the fledgling Warner Brothers
and United Paramount networks (Tobenkin, 1995). These
three mini-networks are currently exempt from PTAR
because they do not provide a minimum of 15 hours of
programming per week (FCC, 1994; Jessell, 1995).

Advocates for repeal of PTAR include the three
major networks, most station group owners and several
major studios that syndicate off-network programming
(FCC, October, 1994; Jessell, 1995; Stern, 1994). Under
the banner of the Coalition To Enhance Diversity
(CTED), these groups urge repeal of the off-network
restrictions but retention of the network programming

portion of the rule. They maintain that the "original
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motivations for the rule - network dominance and
scarcity of program outlets - are simply not rational
concerns in the 1990s" (New Networks, 1995 p.4).

Those who believe that PTAR should be retained are
convinced that the rule has served its purpose in
encouraging first run syndication and protecting the
interests of struggling UHF independent stations.
Groups opposing repeal include the Aésociation of
Independent TV Stations, Warner Brothers Network (WBN),
United Paramount Network (UPN), and King World
Productions (FCC, October, 1994; Stern, 1994). Uniting
under the organizational title of Friends of Prime-Time
Access, they insist that the repeal of the off-network
clause would " stunt the development of the Stﬁ and 6th
networks in their infancy" (New Networks, 1995, p.4)

Lacking on either side of the debate is concern
over the diversity of program content. The burning
question for the FCC appears to be whether the
broadcasting industry and the "public interest" are
better served by permitting affiliate stations to air
old network reruns in prime access (Jessell, 1995).

Most participants providing formal comments to the FCU

-,
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appear reluctant to address the once great expectations
of PTAR I. Krattenmaker (1984) argues that there is no
provable reason to believe that television viewers are
better off simply because more first-run syndicated

programming is produced (p.28).

Section 11
The Roots Of PTAR
By the late 1960s, three broadcast networks; ABC,
CBS and NBC, dominated prime time television .
programming in the United States. Although tens of
millions of people watched each night, and the three

networks were financially successful, many media

successful and were not necessarily operating in the
public interest.

From a program-content perspective, many critics
agreed with former FCC Chairman Newton Minow, that
prime time had become, "a vast wasteland" (Barnouw,
1970, p. 196). There was also concern about the sheer
economic dominance of the three networks over all of
television. Although the networks in some ways were

highly competitive, these three media giants also had




Diversity 14

much in common. Concerned media onlookers regarded the
situation as an oligopoly, where the networks
controlled too many broadcast hours and produced too
many of their own programs. The early development of
the network oligopoly has been traced by Long (1979).
His study concludes that the FCC's own rule makings in
the 1950s contributed to this concentration of economic
power (p. 75).

In 1970, after more than five years of extensive
studies and hearings, the Commission issued

an amendment of part 73 of the Commission's Rules and

Requlations with Respect to Competition and

Responsibility in Network Television Broadcasting (FCC,
May 13, 1970). This document concluded that, "the three
national television networks for all practical purposes
control the entire network television program
production process from idea through exhibition"

(p. 389). The formal statement also addressed a growing
concern with the networks' sizable financial interests
in the syndication of "off network" programs to local

stations.

oo 4N
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A Matter of Diversity

This criterion of network dominance was used by
the Commission to explain a perceived lack of program
diversity in American television. Based on a "positive
liberty" interpretation of the First Amendment, the
commission justified its incursion into program content
regulation (Raihey, 1993),

According to Krattenmaker, Metzer & Woodbury
(1984), program diversity should be understood through
three related dimensions; (a) types of programs (ie.
content) (b) sources of programs (ie. suppliers) and,
most importantly, (c) the number of outlets (ie.
channels). The authors suggest that the most practical
means to enhance all three dimensions is to first
stimulate a diversity of outlets (p.26).

However, implicit in all of the Commission's
analyses and recommendations was the notion that an
increase in the diversity of program sources would
result in an increase in the diversity of program
content. By restricting the networks' access to prime
time and sanctioning local and syndicated producers to
create new programs to occupy these access time

periods, the FCC hoped that the vast wasteland would
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become a garden of worthy innovative programming .-
without having to increase the number of channels.

Section I1I
The Resulﬁs Of PTAR
From the moment it was implemented, PTAR has been
one of the most controversial ruliﬁgs ever passed by
the FCC. Many early opservers believed the mandate

contributed to a decrease in program diversity on the

major networks as well as local stations. Although
unable to support a direct causal influence, Wakshlag &
Adams, (1985) contend that there was a sharp and
enduring decline in network program variety associated
with the introduction of the Prime Access Rule (p. 27).

One of the most frequent criticisms of network
programming in the 1960s was its lack of originality
and intellectual risk-taking. When PTAR was first
enacted, Variety critic Les Brown, made the
observation that by cutting back the number of
available prime time hours, the networks became even
less daring and innovative than before PTAR (Brown,
1971). Fred Friendly, former President of CBS News and
a highly respected professor at Columbia University,

stated that PTAR was damaging efforts to achieve "the

VAl 0
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imperative goal of the one-hour nightly news
broadcast...and imposing a destructive economic
hardship on any network that schedules prime-time
documentaries" (FCC Moves to Prime, 1970, p. 34). This
opinion was echoed by Lawrence White, NBC Vice
President of Programming, when he complained that "the
loss of prime time by the networks has reduced the
ability of the networks to present diversified
programming - something we have been under pressure to
do" (Three Negative Views, 1971, p. 23).

Six months after the rule's introduction,
Newsweek called it," A Prime Time Fiasco" (Prime Time,
1972, p.68). As early as 1973, FCC Chairman Dean Burch
was so disenchanted with the rule that he proclaimed
that, "the Commission has simply got to get out of this
business of deciding which programs may run in...prime
time" (Dean Burch, 1973, p. 19). In 1980, a Federal
Court Judge admitted that, "The fact is, as the
Commission concedes, that the degree of diversity in
programming has been disappointing" (MNaticnal Ass'n of
Independent Television Producers & Distributors v. FCC,
1980). A decade after the rule's inception, an FCC

Network Inquiry staff examined the rule's efficacy and
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reported that, "the staff was unable to conclude that
PTAR reduced 'network dominance' in the sense of
increasing the number of outlets or viewing options
available to the public" (FCC, 1980, p. 510). This
formal inquiry also recommended the repeal of PTAR, but
the Commission remained reluctant to take action.

Although at one time the networks had made dire
forecasts of huge financial losses due to PTAR
(Prospects, 1970), the actual results were that both
the networks and their affiliates made considerable
profits. When the networks lost the hour or half hour
of programming time, they followed the rules of classic
supply and demand economic theory and simply raised the
advertising rates for their remaining prograsn
local level, statiéns airing syndicated programs in
prime-access had 30 to 50 percent more minutes of
commercial time to sell compared to what the networks
had once offered.(Brown, 1986). The net financial
effect of PTAR was that both the networks and their
affiliated stations continued to make profits
(Rosenrans, 1990).

Another significant economic result of PTAR has

been the growth of wviable independent'stations. Airing
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successful off-network programs such as "Cheers" and
"Roseanne' in the 7:00 to 8:00 pm time period has given
major market independent stations parity with network
affiliates in competing for advertising dollars. In
fact, the PTAR exemption has proven to be so successful
that ABC, CBS and NBC network affiliates are now
claiming that they are at a competitive disadvantage
with independent stations (Stern, 1994; New Networks,
1995). PTAR's contribution to the survival of
independent station cannot be ignored, but in terms of
program diversity, these stations have thrived because
they have been allowed to air programs that formerly
aired on the major networks.

An unintended consequence of the rule's enactment
has been the lack of diversity in the type and number
of production companies that produce most of the
successful first-run syndicated programming for Prime
Access. Table I reveals that throughout the United
States, the time period is dominated by just six

programs and an even smaller number of suppliers.

-
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Table I
Top Ranked Syndicated Programs

Prime Access - Markets 1 through 50

Program Title/ Syndicator

1.

2.

"Wheel of Fortune" - Kingworld
"Entertainment Tonight" - Paramount
"Jeopardy" - Kingworld

"k Current Affair" - 20th FoX
"Inside Edition" - Kingworld

"Hard Copy" - Paramount

"American Journal" - Kingworld
"Extra" - Warner Brothers

Approximately 140 affiliated stations located in

50 of the country's biggest TV markets air the same

half dozen syndicated programs (Blair Television,

1994). These programs are produced and/or distributed

by a small number of entertainment conglomerates

including Kingworld, Paramount and Twentieth Fox TV and

Warner Brothers (NATPE, 1995). These four companies

account for 96% of all programming during weekday

access time periods in the top 100 markets (Jessell,

1995, p. 66). All but King World now have their own

broadcast networks.
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Section 1V

Why PTAR Has Been A Disappointment

From its inception, many broadcast professionals
were pessimistic about the intended goals of PTAR. In
1970, Screen Gems conducted a survey of network
affiliated stations in the top 50 markets. The survey
asked General Managers and Program Directors to predict
the future impact of PTAR on television programming.
The results revealed that a large majority believed the
rule would (a) not encourage more original and
diversified programming and (b) would lead to the
deterioration of the over-all quality of TV programming
(Dire Predictions, 1971)

To properly understand the failure of PTAR to
significantly increase program diversity, the rule must
be viewed within an economic framework. Beginning with
the presumption that the business of television is the
selling of audiences to advertisers, five interrelated
factors have contributed to the rule's ineffectiveness.
These factors include (a) the commission's spectrum
management policies (b) the inadequacies of the Nielsen
ratings (c) the theory of Least Objectionable

Programming (d) the program scheduling strategy known

) ‘ L"'
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as stripping and finally (e) the impact of barter
syndication advertising.

FCC Spectrum Management

The requlated structure of the industry and the
often gquoted FCC doctrine of "spectrum scarcity" made
television a mass medium by design. The Communications
Act calls for a fair geographic apportionment of
channels to all communities. Multiple services or
programming choices were only a secondary priority in
creating the Commission's channel Assignment Table.
Through its spectrum management authority, the
commission distributed throughout the country a limited
number of VHF stations allocations with a maximum of
three assigned to any one market. A second distribution
of UHF stations was also created with the same
geographic considerations (FCC, 1952). Prior to the
enactment of this master plan (FCC Sixth Report and
Order), there were a number of alternative plans
presented to the commission. Rather than a mixture of
UHF and VHF stations in the same market, these
alternative proposals advocated "all-UHF" or "all-VHF"
markets, thus offering technological parity for

competing stations. To the potential investors of UHF
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stations, this decision to "intermix" markets was an
economic disaster. By 1961 only 5.5 percent of all new
television sets made in the U.S were equipped to even
receive UHF channels (Krasnow, Longley & Terry, 1982).

Suffering from inherent signal reception problems,
UHF stations could not effectively compete for
audiences or advertisers. Bensen, Krattenmaker, Metzger
& Woodbury (1984) maintain that the Commission's
choices to 1limit the TV band, assign stations locally,
and intermix VHE and UHF stations in the same market
produced an economic situation that "virtually
guaranteed that no more then three full scale, nation-
wide commercial networks could arise" (p. 14). Except
for a brief attempt by the Dumont company in the early
1950s (Hess, 1960), American network television
consisted of just three players. With only three VHS
competitors in any given TV market, there was no
compelling business incentive to indulge small diverse
audience segments with unique programming.

On a local market level, the oligopoly concept
carries over from the national networks and influences
local and syndicated programming airing on affiliated

stations. With only a small number of stations
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allocated to most communities, these "mini-oligopolies"
offer the same low risk, high volume programming in the
7:00 to 8:00 pm time period as the networks do from
8:00 to 11:00 pm.

Television Audience Ratings

Another factor hampering the growth of diverse
program content has been the lack of sophisticated
audience measurements. A program's success or failure
is usually measured by the Nielsen audience ratings. At
best, the ratings are a rather blunt instrument,
measuring only households and age/gender attributes of
an estimated audience (Buzzard,1992). Standara
broadcast ratings cannot reveal subtle qualitative
differences among audience segments. For almost 45
years, the TV networks have prospered by selling mass
homogeneous audiences to national advertisers.
Diversity in program content was considered risky.
Instead, the networks applied a program formula that
guaranteed big undifferentiated audiences. The formula
was called LOP - Least Objectionable Programming.
Least Objectionable Programming

NBC researcher and programmer, Paul Klein, is

credited with coining the term LOP or Least

£
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Objectionable Programming. The central idea was that a
program that generated only moderate liking, but was
hated by no one, would draw bigger audiences than a
program that elicits extreme positive or negative
opinions. LOP theory presumes that in a group viewing
situation, a family will probably choose the least
objectionable program (Eastman, 1993, ch 4). There have
been several empirical studies that validate the LOP
theory, including one done by Rust, Kamakura and Alpert
(1992). As long as there are only a few channels from
which to choose, the LOP theory of programming will
prevail.

Strip Programming

Another contributing factor affecting the
perceived lack of program diversity in the access time
period deals with the simple mathematics of program
scheduling. Prior to the implementation of PTAR, the
three national networks provided a different program
each week night at 7:30 om. During a typical week,
between 12 to 15 different programs were telecast
(Shapiro, 1989). This scheduling technique is known as

"checkerboarding".
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With the advent of PTAR, local stations were
forced to program the same time slot. It did not take
long for these stations to realize it was far more cost
effective to schedule the same program five nights a
week. This technique, known as "stripping", soon became
the standard forwmat for most major market stations
(Eastman, 1993, ch 3). In terms of program diversity,
the mathemafics of stripping reduces significantly the
number of program options. At 7:30 pm, instead of a
dozen or more choices per week, viewers today are
usually given no more than three "strip" programs.

Between 1975 and 1977, one syndicated program
supplier, Sandy Frank Program Sales, Inc., attempted to
defeat the anticompetitive nature of strip programming
by petitioning the FCC to amend PTAR with an "Anti-
multiple Exposure" amendment. The Commission refused to
give the concept serious consideration, claiming that
such a rule change would create First Amendment
conflicts involving excessive intervention in program
content, (FCC, 1977). Thus, the Commission basically
said that checkerboarding could not be mandated even in

the name of program diversity.
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In their zeal for more program diversity, the
creators of PTAR failed to take into account the
economies of scale between network and syndicated
programming budgets. While the four major networks can
recover an investment of up $1 million per episode for
a nationally distributed prime time program,
independent syndication producers are confined to much
smaller budgets (Eastman, 1993; NATPE, 1995). By
restricting network and off-network programming from
7:00 to 8:00 pm, PTAR turned the time period over to
less affluent production companies with limited
distribution. The result was a host of inexpensive
"stpipped" game shows and tabloid news programs (Brown,
1986; Sterling & Kittross, 1990),

Barter Programming

In the early 1970s, most stations were balking at
the license fees syndicators were demanding for access
programming but soon an alternative to cash payments
was devised that satisfied both parties. Instead of a
total cash payment for a program, the station provided
commercial time to the syndicator. This "barter!" time
(usually one minute) was resold to national advertiéers

with all revenues going to the syndicator. What began
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as a device to offset production costs and syndicated
rights fees eventually became a huge industry. Today,
virtually all prime access syndicated programming
contains national barter commercials (NATPE, 1994).
According to the Association of Syndicated Television
Advertisers, this $1.5 billion industry refers to
itself as a "Fifth Network" for mass market advertising
(ASTA,1994).

Once again LOP theory comes into play. In order to
be cleared in as many TV markets as possible and
generate high audience ratings for these national brand
advertisers, the syndicated program suppliers must
produce shows that have a broad homogeneous audience
appeal. Regardless of the supplier, the content of a
barter syndicated program remains a captive of a mass
marketing.

Section V

The ChannelAExplosion And The Future Of PTAR

For decades, the objectives of PTAR were thwarted
by the five interdependent factors addressed in section
IV. It was not until the late 1980s with the
successful introduction of the Fox network and the

growth of cable programming that the original three
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network oligopoly began to experience serious
competition (Eastman, 1993). Network ratings for ABC,
CBS and NBC have dropped significantly in the past ten
years (Eastman, 1993, ch 4). Technological innovations,
such as digital compression and fiber optics, are
facilitating the development of a multichannel
"Iinformation Superhighway". By the year 2000, many
cities will have hundreds of programming options,
including video on demand and interactive capabilities.
With this increase in channels there will soon be
what some scholars call, "The Race For Content"
(Freedom Forum Media Studies, 1994, p. xxiii).

Advertising professionals have anticipated
and welcomed this channel explosion for some time.

In 1990, an article in Inside Media entitled "The Death

of Mass Marketing", envisioned a radically different
media environment that "would respect consumers not so
much for what they have in common, but for ways they
are unique. So the trend toward more segmented
marketing and the use of special interest media...will
accelerate" (p. 54). This anticipated diversity of
program options has placed new pressures on Nielsen and

other research organizations to provide more
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qualitative audience data (Gunter, 1993). After decades
of frustration, a crucial element for significant
program diversity - more channels - has finally come of
age

Section VI

Conclusion

As a weapon to halt the domination of the three

networks and stimulate program diversity, PTAR has
often misfired or, in some cases, backfired in the face
of its founders. Either by choice or by chance the
Commission's spectrum management policies helped create
a three network/VHS station oligopoly that by its very
nature discouraged content diversity. The noble but
naive aspirations of PTAR's decree could not overcome
the economic realities of the television and
advertising industries.

In its recent Notice, the Commission
concedes that "One conceptual criticism of the rule's
current ability to encourage diverse programming ...is
that economic incentives, rather than the source of the
programming, may play the greater role in determining

the program type the public sees" (FCC, October, 1994).

Amen.
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1. Introduction

A quick survey of current trade press covering cable television industry tells that
prevailing concern of cable system operators and cable nctworks, cspecially those up-starting,
lies at the impact of re-regulation and rate roll-back. Reduced profits of a local systems will
limit the number of new services that the operators might intend to add and this, in turn, will
result in difficulty of nctworks in achicving cnough level of access (o the audicnce.
Accumulating critical mass of subscribers, which is usually said to be 30 million, is critical for
up-starting nctworks. ‘There arc numerous new and proposcd basic cable networks, some up-
starting and some spin-offs from cxisting nctworks, which plan to launch in no time ("New
nctwork ...", Cablevision Aug 8, 1994). 'I'hese networks (ry to promote themselves to the
system operators in addition to consm'ncrs despite the hostile regulatory cnvironment in
anticipation of so-called '500-channcl® television environment.  Established networks are no
exception in competing with onc another (o increase aceess coverage'. Access through local
system carriage is the foundation of business for a cable programming network -whether it is
basic, premium, or pay-per-view network.  Feonomics of scale arc realized I:r()m the
nctwork's point of view since first copy costs of program acquisition and programming
(putting programs logcther as a schedule) per viewer gets smaller as it achieves higher
coverage. Coverage rate of a network depends on cach operator's system programming

PRI

decision -- how many channels to put together as a bundle and which networks to sclect.

"I'he proportion of subscribers who have access to the particular network out of total
cable subscribers in the U.S.

£
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liven though spectrum scarcity is not a problem for cable (clevision industry, not every
network, cven the best, is guaraniced to have 100% coverage. First of all, there is a physical
limit duc to the charmel? capacity of the kind of wirce used for cabling. This tcchnological
capacity is the primary limitation on how many nctworks a systcm can have in its sysiem
programming linc-up. A system with channel capacity of 12 cannot carry morc than 12
networks without going through some costly plant upgrade. |

Then the following questions arisc. s (echnological capacity only factor determining
the number of programmed channcls(channcl capacity carrying programming nctworks)
tclevision viewers can reecive? Will '500-channel TV environment' be panaccea for increasing,
the array ol scrvices viewers receive sinee all 500 channels will be programmed with various
kinds of broadcasting and narrowcasting networks? I there are factors allceting the number of
programming nctworks a local cable system can carry other than channcl capacity, linding, out '
what they are and in whai way they affect cable system programming in current cnvironment
arc important not only to better understand the current state of cable (clevision industry but
also to make more realistic predictions about the '500-channel world' -- television without
tecchnological limit.

This study borrows theorctical framework from a model developed to understand
newspaper industry. We can always lcarn Iessons from other mass media industrics. A
comparison can be made between bundling diverse seetions together in a newspaper and
bundling diffcrent programming networks together in a local cable system. Before introducing

full model, a simplificd example scems appropriate at this point. A small local town

Throughout this study, a '‘channel' refers to physical conduit of
Y, ph)
programming, but not the content or programming network.
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ncwspaper (for cxample, 'Lvanston R.cvicw') cannol have scetions such as "Woman news' or
'‘Good cating', which arc included in big city papers such as 'Chicago Tribunc’. ‘Evanston
Review' is not technologically limited from including those minor-interested scections in its
paper. However, 'Evanston Review' is cconomically constrained from doing so. BBecausc
with smaller subscriber base "Livansten Review' relics on, it is simply not cconomically viable
10 have all the diverse sections that 'Chicago Tribunc' would have. Smaller subscriber basc
means less subscription revenue and less advertising revenue that can sustain such diverse
contents.

Arc small cable systems free from such cconomic constraints that 'Fivansion Review!
faces in this example? Will technological upgrade solve all the constraints and make even

systems serving simall number of cable subscribers carry as many programming networks as

big urban systcms have?

Lconomic constraint of the local market is not solved by technological advance alone
since an operator must decide the number of channels to program based on marginal revenue
and marginal cost its own markcet incurs. 'l‘h.al is, an opcrator would add a nctwork as long, as
the marginal revenue potentially carned from adding an additional nctwork covers the marginal
cost (such as added operating cost and transaction cost) it incurs. Liven though there are morc
programming nctworks than available channel capacity in the systems, some operators might
choosc to program only certain number of channels that is cconomically viable leaving somc
portion of channcl capacity unuscd.

Ultimately, the willingness for consumer to subscribe to cable depends on the quantity
and the quality of the programming the local cable operator in its arca offers. On the other
hand. cable operators adjust quantity and quality of service in addition to marketing strategics

and infrastructure investments so as to maxiniize returns under cach circumstance(J lazle,
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1994). An opcrator decides how many and what kind of services its system offers bascd on
the cconomic C()ndi(.ion of local market in which a system is located as well as the
demographics of the service arca (assessment of potential and actual subscriber preferences).
Although 100% coverage (that is 62% of total 'I'V houscholds in the U.S. as of this writing) is
idcal for cvery programming network, the rate cannof but be constrained by ceonomic factors
affecting local systems' carriage decisions.  Cable systems need operational flexibility -- so
that they can properly respond to market changes and regulatory structure changes--, and for
that reason alone somce systems might not want to maximize the number of programﬁncd
channcls up (o the channel capacity(Solomon, 1989). Some nctworks arc bound to be left out

from being carricd.  Varying ratc of coverage determines the competitiveness of the

pregramming ncetworks. 1993 Myers Reports Survey of Cable Operator 1ixceutives on Basic

Networks shows that the majority number ol the up-starting networks arc only considered by
less than 5% of the systems surveyed. To some extent, competition among (he wholesalers of
cable programs, that is, programming networks, is determined by the system-level
programming, decisions.  Chipty(1993) listed three kinds of cffects local system's carriage
decision had on the profitability of programming nctworks: advertising, revenue, popularity of
the nctwork (cxternality), and quality of programs. Studying cconomic factors alfecting local
cable system programming? will be a starting point in understanding why only a limited
numbcr of networks survive in cable television industry.

I has been often assumed that the number of programmed channels of the local system

increases and thus more networks become viable with higher coverage as long as channcl

" As 'programming! means putting, programs together in a schedule, 'systenm programming!
can be defined as putting programming, services or networks together in a cable system service
package to subseribers.
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capacity increases (0 contain them. It was the kind of optimism that prevailed in the Sloan
commission report (Sloan Commission, 1971} in the carly days of cable tclevision, which
resurrected recently with the '500-channel' scenario. This study attempts to find out cconomic
factors affecting local system opcerators' system programming decisions. And as we have
many morc cmerging video delivery technologics of multichannel naturc which emulate the
programming, opcration and managemett of cable welevision, it is meaningful (o cxamine the
behavior of 'old’ industry at this point of ume,

"The loilowing scetion reviews why studying the determinants of programmed channels
in a cablc system is important along with Wildman model of newspaper content diversity
which will be used as a major theoretical framework. Scction 11 deals with literature review.
Section tV proposes an intcgrated model for determining channel diversity (defined v scetion
11}, which is empirically tested in the subsequent scetions. Scetion Voas a briel description of
data and method. Scction V1 reports results of statistical analysis and scction VI concludes

with discussing implications of the result.

I, 'T'heoretical framework

1. Channcl diversity

Programs and the audicnce they attract are the products by which mcdia industry’s
performance is measurcd. Diversity in programming has bezn one way o evaluate the
television industry. Diversity is not only important to increased consumer surplus, but also

has (he political value of providing citizens with more information and access to a wider range
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of viewpoints. owever it is hard to define or measure diversity. ‘There arc numerous ways
to approach diversity.

Scholars of communication and cconomics have tried (o measure diversity in television
nctwork programining in relation to cconomic factors such as the level of market
concentration, competition among ncl.works, and the number of channels over many years. 'T'o
list a few, Greenberg and Barnett (1971) examined the relationship between program (ype and
the number of channess; Dominick and Pearce (1976) found market concentration inverscly
correlated with diversity; while Litman (1979) found just the opposite. "T'hese scholars
measurcd diversity by the number of program types (which are commonly stated as program
senres) available within a given time and the range of viewing options available within a
program type.

Diversity is multi-dimensional in terms of the scope of (the definition and also across
time. I can-be the numbc.r of program types or it can be the number of options available
within a particular type. It can be examined across chiannels al a given point of time o1
longitudinally.

The following studics have examined the diversity of cable programming. Wildman
and Lece(1989) examined program repetition rates and also devised a diversity index based on
an industry definition of the program genre. Waterman and Grant (1991) analyzed
programniing origin, subject, and format of 3 over-the-air broadcasting networks and 34 cable
networks during 1986.  1e Jong and Bates (1991) defined diversity as the number of networks
cable system operators carry. Waterman (1986) offered an explanation for why direct pricing
of programs to viewers and increased channel capacity could not bring the "narrowcasting of
high culture' programming into being. He pointed to a shortage ol demand - a shortage ol

viewers with high willingness-to-pay - as the critical factor. And he also pointed cut that

b
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increased channel capacity was not used for new and fresh kinds of programming but for
program repetition within a channel and intermedia repetition (sequential windowing) of mass-
appcal programming.

As mentioned above, divcrsilyl is a complex coneept and it can be measured in many

different ways. Whichever way it is measured, defining diversity requires a lot of subjective

judgement and has unavoidable limitations. 1t is hard to refute the argument that cvery

program is diffcrent and at the same time one can say that all programs arc ¢ssentially the
same. Owen(1977) argued, while pointing out the limitations of counting the genres/formats
as a way (0 measurc diversity in (clevision programs, that it is unrcasonable o assume thal
consumers do not ohtain some positive utility from having choices among, substitute programs
within the same basic format and-that diversity of format/genre is unrelated to any mcasuralﬂc
ceonomic index of consumer well-being.  Information about consumer demand for program
genres/lormats is very difficult to collect.

Jollowing Qwen's view on diversity, this rescarch regards the number of channels
programmed by an operator as one way of measuring diversity in a multichannel television.  In
this delinition, channel includes the numbers of over: the- air channels, distant broadceast
signals, basic and premium cable networks, public aceess channels, and pay- per -view
channels--the number of totat channels programmed by an operator.  Liach network carried is
assumed to be cquivalent to | hypothetical unit of diversity.  Assuming no two identical
programs arc aired at the same time by more than onc cable chianncel in a system, onc
additional channcl programmed by an opcrator means that a subscriber/viewer has onc more

program to choose from at a given point of time.

2. Wildman model of newspaper section-bundiing
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Wildman model(1991, lecture; 1994) of newspaper content diversity  addresses why
scctions of a paper arc added or dropped. ‘This model provides a framework which can be
applicd (o the cxamination of the diversity in cable system programming.

lct Fi = First copy. cost of scction i

MCi = Marginal cost per copy of scction i

Si = Fraction of subscribers that read scction i
C = Circulation of thc ncwspaper

Ri = Revenuce generated by a reader of scetion i.

When deciding whether to add section i to the paper, a newspaper publisher will cquate
revenue generated by adding section i with the cost it incurs and will add a scction if the cost
is cqual or smaler than the revenue expected. This condition is written as

Ri *Si*C = 1+ (MCi*(C).

I we rearrange this cquation, we have critical threshold proportion of subscriber on which the
decision for adding a scction depends on. et this critical fraction ol subscribers be Si.

Si = (MCi/Ri) + (Ii / Ri*C).

'I'his final cquation (clls that as cost relative to revenue goes up the critical threshold
also goes up. Morcover, it suggests that with large circulation critical fraction of the readers
that makes a particular scction financially feasible goes down.

According to the model, larger circulation reduces critical fraction of the readers that
makes a scction financially viable. For example, whilc a paper with circulation of 100,000
nceds only 10% of its readers’ interest in the new, say, 'womencews' scction which it considers
adding, another paper with 10,000 readers nced 100% of its readers’ interest in the newly
proposed content to offer a comparable addition. With large group of readers, morc diverse
sections can be published.  In addition, cach section comes to have higher quality since more

'—A.‘ N Y
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moncy is invested in anticipation of subscription and advertising revenue based on the size of
rcaders. ‘These factors make the paper with large circulation more attractive (o the audiences
with wide ranging interests. Bundling of diverse features in a paper can be compared to
bundling of diverse programming nctworks in a cable system despite a number of ditfcrences
between the two media. At the heart of the analysis is a more general model of inter-temporal
inter-media flow of media products (Wildman, 1994).

This modcl of newspaper scction-bundling, suggcsl.s that the primary rclationship
between the number of programmed channels and the number of cable subscribers in the
system arca should be examined. The modcel predicts that, as the number of subscriber
increases, the number of programmed channcls offered in a system will increase holding all
other factors constant. The larger the subscriber base, an operator would put more video
programming up 1o the point where marginal revenuc-subscription revenue and advertising
revenue- becomes zero.

An opcrator can expand revenue by the ancillary scrvices such as pay-per-view and
subscription to premium channcls. The amount of ancillary revenuc becomes larger when
subscriber base is large.  An operator might still want to incrcase the number of programmed
channcls as long as the cost of adding a channcel is justificd by just maintaining current
subscription ratc (that is, reducing the churn rate). ‘The relationship between subscriber basc
and chamnel diversity should be measured holding the channel capacity constant since it poses a
limit to the number of channcls possibly programmed.

An integrated model proposcd and tested in the study is an application of the theorctical
rcasoning explaining newspaper content diversity.  In determining the primary relationship
between subscriber base and channel diversity of system programming, cconomic factors

affecting, revenue and cost of local cable systems will be incorporated in the integrated model.
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It should be acknowledged that newspaper and cable (clevision are two entirely
diffcrent industry. "The model here is presented as an example of general model defining the
rclationship between quality of the media product and market size. Market size determines
expected revenue and investment on the product is made according to the amount of expected

revenuc.  In general, product quality is higher in larger markets.
1. Previous rescarch

Unfortunatcly, there has been hittle rescarch to date which has focused on systematic
analysis of cable system pr()gramminp:. Paucity of previous literature partly reflects lack of
rescarch in the arca of cable television as a whole. "The differences among systems in (erms of
the number of available channcls not in use and the reason behind it have not been addressed
yet. However, the factors affecting the profitability of cable system (thus affecting, marginal

cost/revenuce of adding a programmed channel) have been explored in the following studics.
Vvaluating viab lity of cable systems

Vogel (1990) points out that profitability of a cable system is usually mcasl_xrcd by
population density of the arca the system serves and cable penetration figure since much of a
system's operating cost is fixed and independent of subscriber numbers and the only major
variable costs arc drop charges and the cost of installing converter boxes. 1t means that there
is cconomics of scale realized by population density and system size.

Some factors were found to positively affect basic penetration, which results in revenuce

increase. The more stations a system carried, the fewer of cach type of OTA stations

~J
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receivable, the older the system was, the farther away the arca was from O'T'A stations, the
lower the price was, and the higher the average houschold income was, the higher the
penetration rate was. Park(1971) also acknowledged that the cost factors might limit (he
number of services a system can provide. Work on the costs of cable sysicms suggested thét
penetration on the order of 40 to 50% were necessary (o support advanced local origination.

Bacr & Park (1972) conducted financial projections for the Dayton Miami Valley arca
and revealed that financial results varicd depending on subscriber penctration, monthly
subscriber (ee, and characteristics of geographical arca covered.

Woodard(1974) suggested a list of criteria by which a franchise arca's viability as a
cable market could be evaluated. They were: Sive in terms of the number of subscribers, cosl
of plant, number of franchisc, population density, penctration rate, community growth in
terms ol new homes as potential subscribers, state of the cconomy of the community, picsence
of local college or university both as 2.1 potential programming source and as a measure ol
culturally up-scale audicncee, cost-of-living, index, estimated average subscriber billing,
availability of I'M radio stations, franchise tcrms, potential a<lvcrli§ng time sales, and
application cxpense. e also emphasized the availability and the number of local television
stations.  Tle rccommended cable systems (0 give the subseribers maximum number of
programmcd channcls as an incentive (o subscribe.

Kent G. Webb's (1983) book titled 'The cconomics of cable (clevision is devoted to
various cconomic aspects of cable television. lispecially relevant to this study is cconometric
analyses cstimating cost and demand of cable tclevision.

Sources of cost were categorized into cquipment, programming cost, operating,
expense, and franchise fee. Equipment cost consisted of headend, distribution plant,

subseriber inferface, and studio for local origination. Operating expense was mostly labor
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cost, especially technical Tabor. e estimated operating, cost and depreciation cost, in his
cconometric equation, on the basis oi miles of plant and size of the system in terms of
subscriber count. e concluded that cable system was a natural monopoly with declining
average total cost with the number of channcls, number of subscribers, and size of the
geographical arca (miles of cable). e also pointed out that most dramatic is the declining cost
per subscriber given a cable system of a fixed channel capacity and length of plant. Part of the
reason was spreading headend cost. Since he used 1982 data, we should be cautious in
accepting the results as of today.

Among statistically significant sociocconomic variables determining demand of basic
cable were per capita income, index of home cquipment, and education. Among the most
important determinants of demand for basic cable wc.rc‘thc‘. number, type, and quality of
sipnals carricd by the system compared with those available over the air in the local marked.
Imported signals resulted in increasing penctration and consumer surplus while marginal cost
of adding an imported signal was quitc low.

acey(1985) tested a model of the demand for basice service.  Her independent variables
were factors describing, cable Syslcm,.sub.‘;(‘ril)cr demographics, and local market
characteristics which she called environmental characteristics. O'FA signals were separately
entered as primary network, duplicative network, independent, educational, and local
origination. What was unique about the study was that she included pay television
characteristics in estimating demand for basic cable. Among the findings were that urban
subscribers were more likely to be responsive 1o subscription fee than rural and that demand
lor basic cable was quite clastic with respect (o the price of cable (elevision.

Channel diversity_of cable system_programming,
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Eastman(1989) lists 4 clements affccting system programming:  egal carriage
requirements, technology, cconomics/cost which are license fee, signal importation {cc. spot
availability, promotional support, satcllite placement, and marketing considerations meaning
demographic and psychographic composition of coverage arca local audicnce.  Demographic
factors arc commonly understood as @ major determinant of the mix of cable networks.

Dejong & Bates's (1991) study on channel diversity defines diversity as the number of
channcls. They tracked absolute and rclative diversity according (o the delinition of
Levin(1971) at three points of time.  Absolute diversity was operationalized by the number of
diffcrent channel types carricd by a system divided by the total number of channcl types” for
the cable industry.  Relative diversity was operationalized by the number of dilferent channel
types divided by the channcel capacity of the system.  Diversity® was measured at three points
of time, 1976, 1981, 1986, roughly responding, to periods of high, moderate, and no
regulation. They lound that diversity increased over time. But., the growth in relative
diversity was substantially less than that ol number of channels, and the relative and absolute
diversity measures indicated that the average cable systems offered less than hall ol its
potential for diversity. The authors belicved that greater channel capacity and regulatory

frecdom fostered the growth and cxpansion ol cable.

"They categorized available programming scrvices into 32 different types following
industry conventions.

“I'hey acknowledged that measuring diversity was problematic. They relied on industry
sources for the typology of channel types. It is somewhat casicr to categorize channels than
individual program sincc cach cable programming service, for their own marketing, necd of
positioning, has its own identity. However, it does not climinate the question of internal
validity. 1t is an empirical matter whether the actual consumer pereeives (wo programiming,
services in the same channel type as substitutes.
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Howcver, the authors did not provide any answers as (0 why cable had not lived up (0
its tull potential, as to why a system operator had channcls not in usc when there were more
than cnough programming scrvices o fill up to the channel capacity.  'T'heir rescarch was
limited to be deseriptive in nature. Channel capacity might remain an cconomically scarce
commodity despite the advancement of tecchnology. This study aims to provide answer for
that.

The relationship between channel capacity and channel diversity should be considered
with & caution that capacity is given as an cxogenous variable once constructed. It is possible
that a system with large capacity programs only small number of channels because the overly
optimistic inlonnation cstimated at the time of franchise application and construction can be
correeted over the course of operation as more accurate information on the profit potential of a
speeific market is revealed.

An cconometric analysis of competitive effect of broadceast sighals on the performance
of cable, controlling system and local market characteristics was done by Dertouzos &
Wildman (1990). Pcrformance of cable system was operationalized in three ways:  subscriber
counts, program scrvice offerings, and prices of these services.  System- related control
variables were length of system, homes passed, age of headend, channel capacity, and whether
or not the sysicm is managed by an MSO.  Market demographics included cthnic composition
of population, projected population growth, cmployment, income, home and VCR ownership,
and gcographical location of the system. ‘The study concluded that five OTA signals
constituted cffective competition (o lopal cable system. The effect of system and market
characteristics on basic cable programming was also dealt in this study. Channel capacity,
projected population growth, MSO, and to the lesser extent employment were statistically

sipnificant variables influencing the number of basic services the system offers.
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Smaller systems expand the number ol basic networks rapidly with increases in channel
capacity. As capacity grows beyond fifteen, the pereentage change in basic offerings increascs
Iess rapidly.® ‘These results of cross-scectional analysis were similar t¢ what Dejong & Bates
(1991) found in their analysis - that increases in channel diversity were Iess than thosc in
channcl capacity over time, ‘The results show that marginal value of an additional channcl
tends to decreasc as channel capacity expands.  Additional subscribers picked up by one more
programming channcl should be increasing at a decreasing, rate.  There are other cconomic
factors Timiting thc number of scrvicc‘s carricd in a systcm, which this study will {ind out.
Rural arcas, arcas with highcr population growth projection, MSQO managed systems and
systems facing higher competition from OTA 'I'V carried morce basic nctworks.

In their another study, Dertouzos & Wildman (1993) emphasized that the cost of
running a cable system made critical differences between markets and that factors which
accounted for the systematic difference between systems should be accommodated when
studying, cable tclevision, According to their analysis, system age largely dictales channc
capacity which is a driving force behind channel diversity.  In addition, younger systems arc
more likely (o have more service and/or less expensive in regards 1o its basic service because
operators can expeet higher ancillary revenue through teehnological capacity such as PPV and
local commcfcial inscrtions.

"Thorpe(1985) did a study of the cifect of cempetition from non-cable programming,
scrvice on the market power of cable system, A part of the study explored the factors
affecting programming decisions of a system:  the total number of cable channcls programmed

and the number of pay television programs offered. Population of the franchise arca and

“I'ic study included top 20 basic and 4 superstations. The number of networks carried is
24 at maximum,
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channcl capacity were positively associated with the number of programs offered. Age of the
system, TV market ranking, and houschold income were negatively associated, Competition
from subscription TV, ownership affiliation between the system and a pay TV programmer,
MSQ, prescncce of rate regulation, and physical obstructions of tclevision signals were included

in the analysis, but did not appear to influcnce the number of cable programs offered.

V. An integrated modcel for determining channel diversity of cable tclevision

I. Tocal ceconomic factors affecting profitability of a cable system

Svsten characteristics Population characteristic
\, ) /
-y b
Quality of ) PR Prceimand
Scervice - - &
’ P Pprice
' - /.
Markcet characteristics _ ]

Future revenuc pofential

This diagram of seven interrelated constructs represent the model determining, channel
diversity of cable television.  Diversity is one of many aspects of the quality of cable television
service.  Addressability can be another aspeet and local origination programming can be
another aspect. Thesce are all different aspects of quality of service which requires investment
and investment is sensitive (o market situation.

There are three endogenous factors that the model attempts to explain: quality, demand |

and price. Quality is determined by demind, market characteristics, system characteristics,

S




and future revenue potential. Demand is alfeeied by quality of the service, price, and
population characteristics. And finally price is a function of market characteristics, system
characteristics. which together determine costs of running a cable system, and quality of the
scrvice. Quality variable that will be analyzed in this study is total number of programmed
channcl. Demand variable is the number of subscribing houscholds cach system has. Price is
opcralionaiizcd as the price for subscribing the most basic ticr and the price for most
comprehensive basic package. Systems differ in terms of tiering, basic cable package. Both
price measures will be used initially to see which one fits better for the model.

| Watcrman & Weiss (1994) noted that per channcl cost is fixed with respeet to the numiber
ol subscribers and represents the cost of maintaining, and marketing an evtra channel and
contracting, with the netwosk, plus the opportunity costs ol not carrying, some third network that
is also available. And operators will add channcls as long as marginal cost of adding, a channc
cquates with marginal revenue. With per-channel cost lxed and marginal revenue declining, in
larger channel systems, it is expeeted that channel diversity increases with the market size,
measured by subscriber basc, but at a deercasing rate. The primary relationship this study
attempts (o probe is the one between quality of the service end market size (demand).

Jiach theoretical construct in the above diagram is represented by several variables.

The following variables affect cost and revenue for running a systeni. ‘The variables and their

expected relationship with exogenous variables are discussed.
(1). Market characteristics

A. The number of local broadeast stations
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Compctition from other home entertainment media affects profitability of cable

systcms.  An operator, facing higher competition, is likely to increase the quality of scrvice
including channcl diversity. With other forms of multichannel service such as DBS or MMDS
still in the nascent stage, broadcast television is the key source of competition for cable

tclevision operators.

B. The proportion of population dwelling in the urban environment
Other than broadcast elevision environment, there is a gap between urban and rural

arcas in terms of general entertainment options,  Urban environment will have a lot more

entertainment options alternative (o cable television. On the other hand, urban fifestyle and

rural lfestyle might differ in terms of demand for television entertainment.  How urban and
rural markets differ in terms of cable tclevision quality and demand will be examined in the

study.

(. Density

Housing density is measured by the number of houscholds passed by cable per line
mile. Housing density is 4 key factor determining operating, cost of a system including, cabling
costs. The systems located in denser housing arca are likely o carry lower cost of maintaining

the system holding other factors constant.

. Average wage

&1
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As with any other business, higher wage Ievel increases cost of running a system,

However, average wage also affects income level which has opposite cffect on the profitability

of running a cablc system.”

k. Income
Mcdian houschold income in 1989 is used to mcasure the income level of the arca. 1t
is known that thosc with higher income arc more likely to subscribe cable. In addition, higher

income audicnce increases attractiveness of the medium to the advertiscrs.

(2) Ifuture revenue potential

A. Retail sales prowth rate
Retail sales growth increases local advertising demand, resulting in the inerease of
marginal revenue by adding a programmed channel. Avcerage rewail sales growth rate of the

arca over last S years is used.

B. Projected population growth rate
Systems located in the arca with higher population growth projection have higher
incentive (o increase quality of service since potential market is expanding. ligher ponulation

growth will positively work for channcl diversity.

(3). System characteristics

“ivariate correlation coeflicient (r .63) between averape wage and incame was hiph, buf
nol o much as to cause scrious multicoliinearity problem in the regression.
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A. Channel capacity

Channcl capacity mcans the maximum number of channcls (hat the wire can (ransmit
within the intended service arca.  In Dertouzos & Wildman (1993), channcl eapacity was
significant factor in determining the number of basic network a system carricd.  Channcl
capacity physically limit the possible number of the service provided. Marginal valuc of
avaiiable but not in usc channcl can be higher in a system with smaller channel capacity.

Webb(1983) found out that the operating expense (excluding programming, costs) was
not mcasurably different for a 12-channcl or 36-channcl systeni. 1t means that the average
operating cxpense per channel declined as the number of channel inercased.

According 10_1993 Mycrs Report, 20.0% of 603 cable system executives interviewed
said that they had no channel capacity expansion plan at the time: 'That corresponds (0 42.0%
of systems of under 10,000 subscribers and 26.4 % of systems with less than 49 channcl
capacity respectively while only 5.8% of the systems with 50,000 or more subscribers and
17.5% ol systems with 494 (:hzmncls'had no plans for cxpansion. Systems serving smaller

number of subscribers are less likely to expand channet capacity.

B. Agc of the system

Oldcer systems are expected to have smaller channel capacity. Morcover, newer
systems arc likely (o have improved amplificr which can enlarge channel ca 2ity. Howcever,
considering the accumulated markceting cfforts of older system, the pcnctralion' rate is likely to
have large subscriber group (probably at the saturation stagce).

Agc of the system also makes difference in other technological capabilitics such as pay-
per-view, addressability, and local commercial insertions. With the basic cable rate held

constant, system operators have higher incentive to increase number of channcls offered in the
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basic package because of the higher ancillary revenue from the subscribers(Dertuoros &

Wildman, 1993).

Older systems arc more likely to be located in poorer OTA television reception arcas.

C. MSQ management

It nceds 10 be questioned whether MSO-managed systems are beuer for consumer
welfare in terms of programming scrvice, that is increased channcl diversity. 1 MSO systems
arc indced better and cfficient, channel diversity should increase as the size of the MSO gets
larger holding other key factors constant. [t is operationalized as the numbcer of systems

nationwide managed by the given MSO.

i Vertical integration

Systems vertically integrated with programming, networks have higher incentive o
carry micgrated network, which can add to the number of channcls progranimed.  But on the
other hand they also have incentive (o reduce the number of networks compceting, with the
integrated network for viewership. In that case integrated relationship can negatively affect

channcl diversity.

(4) Population characteristics / Demographics

Demographic variables which are expeeted o influence the demand of cable television
or TV viewing behavior should be included. Previous research indicated that age, the number
of houscholds with children, education, houschold size, and income were among, the key
demographic factors affecting demand for cable elevision.

' o
S
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Younger, higher-income, and higher-cducated population is more likely 1o subscribe
cable. Also houscholds with children and those with larger family arc moic likely (0 do so.

Diversity of the population should be positively related to channcl diversity.

2. The modcl

As mentioned above, the two major dependent variables are channel diversity(PO'TAC)
aind the size of subscribing houscholds(1THSUB). Howcever, one becomes an independent
variable to cach other.  As diversity increases there is higher incentive for a viewer 1o
subscribe cable as long as a vicwer can derive utility from getting a diverse menu of (clevision
programming. If a viewcer derives utility only from pelting a clear reception of over- the air
signals, which indeed is known as onc of major rcasons for subscribing cable, diversity might
not matter much for thosce viewers. However, it is reasonable (o assume 1hat a viewer
perecives the quality of cable television higher when there are more channels offered in the
service. On the other hand, as explained carlier, a system operator has higher incentive (o
offer more channcls when it has more subscribers (o serve.

Therefore, according to this model of reciprocal relationship(simultancous equation) the
variable ‘diversity' (total number of programming scrvices programmed in a system) is
cxplaired by the numbcer of subscribing houscholds (1HTISUB) and all of (he independent
variables. or cxample, the demographic variables such as "AGLESO" and "THISIZL affects
channcl diversity even though in the diagram above it looks like it only affccts the number of
subscribing houscholds. They affect channel diversity indirectly through the variable
THISUB™. In the same way, 'THISUB' can be explained by diversity and all other

independent variables in the modcl.




Another importan( variable is channel capacity which is a key independent variable

affecting channcl diversity. Channcl capacity is given after the time of construction, so it can

be reasonably assumed as exogenous.

Table 1: Variable name, definitions, and source

Variable
TOTAC

IHsSuB
LNSUB
HH
CH-CAPA
AGELH:
Vi

MSOSIZ1:

AVGWAGE

DENS

PRI-POP
RTLGRW
powcer
INCOMLE
LLOCAL

IMC
HIBASC
URBAN
AGESQ
EDU-COL.
CinLD
HUISEZE.

Description

Source

Total # of channcls carried by the system (all kinds  FCC

of channcls)

The # of houscholds subscribing to cable
logged form of 11HHSUB

The # of houscholds within the system arca

HCC

FCC

Maximum number of channels the system can carry "F'V&ecable lacthook

Agc of the system principal hecadend

CC

‘The number of fulltime national programming, nctwork

vertically integrated with the system operator (5%
cquity or morce)

The total number of systems operated by the
system operator

Averape wage of the county where the systen 15
located

Density of the housing units measured by the

number of ht passed by the line divided by the line
miles

Projected population growth rate
Avcrage retail sales crowth rate over the past 5

Mcdian income of the arca

The number of local broadceast television signals
carricd by the sysiem

Monthly charge to ticr | (Basic subscription fec)
Monthly charge for the most comprehensive basic
% of pop.nlation living in the urban environment
% of population aged over 50

% of college graduates

% ol houscholds with children

Average number of persons living in a houschold

*Regional Eeonomic Information System (1990)

Watcrman &
Weiss(1995)
1CC

RISH

FCC

Rand McNally (1994)
Survey of buying,

FCC
FCC

FCC
FCC
1CC
Census
Census
1:CC
Census
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‘The major hypothesis is that subscritier base will be a strong predictor of channcl
diversity holding the channel capacity (and other cconomic factois) constant.

Large subscriber base would make it viabie for a system (o have more channcls
programmed. Various factors affecting marginal cost and marginal revenuce of adding a
programmed channel will also determine the channel diversity.  Population (audicnce)
characteriniics will also matter.

The number of channels (o program in a cable system will vary as a function of local
market condition, sysicm-specific characteristics, and demographic characteristics, Since
relative revenuce and costs arc related io such obscrvable factors, predictions could be made
about the circumstances under which a system is more likely to increase channel diversity. As
capacity increascs, there should be a point where consumers get less redundant and truly

diversified service from the cable system of the arca.
V. Mcthod of data analysis

The study analyzes FCC cable 1V rate survey database collected through December,

1992 and I'cbruary, 1993, Since the period is pre-regulation (of 1992) it is assumed to reflect
market solutions without distortions possibly introduced by regulation. “There are 496 cases in
the final data sct but this study usced a subset of random non-competitive systems which were
244 cascs in total.  Excluded cascs were purposive sampling of top 100 systems, small
systems (less than 30% penctration) and overbuild systems. The unit of analysis is a cable
system.

Additional information was added to the original FCC database  Channcl capacity was

recorded from Lelevision & Cable IFactbook (v6l). Population growth projections by county

Y
Co




O

ERIC

Aruitoxt provided by Eic:

23
were recorded from Rand McNally Commercial & Marketing Atlas(1994). Retail growth rate

over the past 5 years by county was compiled and computed from Survey of buying

power(1993, 1992, 991, 1990, 1989). Additional decmographic information such as average
family sizc, cducation, and age group was added from 1990 Population & Housing Census., |

Since cable systems arc varicd in terms of their profiles, a multivariatc cconomeltric
analysis is desirable to account for the differences among the local cable systems.  iconomic
lactors(including audicnce factors) that might constrain channel diversity of a local system
could be fully explored through data containing local chzu.'aclcrislics.

Two-stage least squares estimate was uscd for the simultancous cquation 1~nulliplc
regression analysis. ‘This particular (vpe of regression estimate was neeessary since the two
key dependent variables in the medel are at once independent variables to cach other. "Fwo-
stage least squares estimale purges the corrclated crrors in_l.r()duccd by this mutual relationship

and correctly measures (wo equations determining cach dependent variable.
V. Results

The following mode] with three endogenous variables, TOTAC, THISUB, and
IMC/HIBASC (for the price measure) was initially put to a test. Jt turned out that the
relationship between channel diversity and the number of subscribers was curvilincar.
Diversity increased as the subscriber basc increases at first and then beyond certain point did
not increase. Natural log of HHISUB(ILNSUB) was uscd in place of HHSUB to make the
curvilincar relationship fit for the lincar model. Transforming HISUB into LNSUB resulted

in a nice linear relationship between the two key dependent variables.

™
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TOTAC = (LNSUB, HH", VI, MSOSIZE, AVGWAGI:, CiT CAPA, DENS,
LLOCAL,, INCOME, URBAN, PRJ_POP, RTLGRW)

INSUB = { (TOTAC, IMC/IHBASC, AGEHE, INCOME, URBAN, LLOCAL. |
VCR™, AGESO, EDU_COL, CHILD, 1SIZ1)

IMC = 1 ATOTAC, AVGWAGI, AGEHL, MSOSIZE, VI, DENS, PR)_POP,
RTLGRW)

During the course of analysis, a few moditication was made to the original modcel. The
most important thing is that the price variable was dropped from the model. 'The price factor
was not significant in determining the demand level (LNSUB) of the system (,which itsell” was
a rather surprising result).  In addition, the cquation with price variable as an endogenous
variable had nepative adjusted R-squarcs with Testatistics of .91 (p~-.51). It is apparcent that
the price cquation was not appropriately specified.  However, since measuring the
determinants of price is not a primary quecation of the study and it was found that price was not
a factor affecting, demand level, the price variable was dropped and the final model analyzed
consists of two endogenous variable.

VR penctration rate was at first included as a variable weasuring overall media
appetite of the population.  However, this variable is endogenously determined by other
variables in the model and thus was dropped. MSOSIZIE and VI was highly correlated and
MSOSIZLE was dropped (o avoid multicollinearity problem.

Resulting final cquations cstimated are as follows,

TOTAC = { (LNSUB Vi AVGWAGLE CHE_CAPA DENS LOCAL INCOME

URBAN PRJ_POP RTILLGRW)

LNSUB = { (TOTAC HIT AGENE INCOME URBAN LOCAL AGESO EDU_COL
CHELD THISIZE)

"he number of houscholds in the system arca

VR penetraiion rate of the county that the system is located in

JU




Tablel;  Statistical results of an intcgrated model determining_channel_diversity

I. Iirst cquation: Dependent variable.. &7 TOTAC

Multiple R .85644
R Square .73349
Adjusted R Sqguare .71693
Standard Error 5.63488

Analysis of Variance:

Mean Sqguare
1406 .9304
31.7519

DF Sum of Squares
Regression 10 14069 .304
Regsiduals 161 5112.056
o 14.31011 Signif T =
mem e e m e —w. .- Variablos in the
Variable B I B
LNSUR 1.607998 .592866
Vil .100256 .061151
AVGWAGLE 5 .46877598E-05 .000175
CH_CAPA .287789 .045554
DINS .032662 .016081
LOCAL .601863 174821
INCCOME 7.63949052E-05 5. 5261E-05
URBAN .007265 .014741
PRJ_POP .018997 .105003
RTLGRW .150476 .076648
(Constant) ~-2.247810 2.815939

2. Second eguation: Dependent variable..

Multiple
R Sqguare
Adjusted
Standard

R .87210

. 76055
R Square .'74568
Brror .99424

Analysiag of Variance

.0000
Equat.ion
Belta

.301358
.069249
.021005
.361501
. 099096
16127
.083040
.026481
.008214
.089368

LNSUR

» o~
~i s
[ = Y

..l|

712
.639
313
.318
.031
.443
.382
.493
.181
.963
.798

Sig v

.0074
L1031
1548
.0000
.0439
.0007/
1688
.6228
.8567
.0513
.4259
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DF Sum of Squares Mean Square
Regression 10 505.50147 50.550147
Residuals 161 159.14931 . 988505
F = 51.13798 Signif F = .0000

———————————————————— Variables in the Equation ------------o-----

Variable B SE B Beta T Sig T
TOTAC .119017 .015833 .635055 7.517 .0000
HH 1.09141317E-05 1.4304E-06 .368680 7.630 .0000
AGEHE .024803 .011053 .090043 2.244 .0262
INCOME 8.93849803E-06 1.1141E-05 .051843 .802 L1236
URBAN .005738 .002416 .111607 2.375 .0187
1.OCAL -.086765 .032837 -,135%481 - 2.642 .0090
AGES0 -.033560 .016340 -.123384 -2.05%4 .0416
EDU _COL -.008533 .011322 ~.043543 -.754 L4527
CHILD .013510 .008425 066018 1.604 L1108
HUGTZE -.975864 - .428944 - 132736 2.27%  .0242
(Constant) 6.702475 1.639392 4.088  .0001

The model overall predicted 72% ol the variation in the dependent variable TOTAC
and 75% ol LNSUB. Ovcrall, the explanatory power of the model seems satisfactory. As
expected, channel diversity of a cable clevision sysiem is deterntined by factors alfecting, cost
of running a system and revenue potential of the system arca. Characteristics of focal system
arca determinges substantial proportion of variation of cha el diversity.

Among market characteristics, housing density and the number ol focal by cadcast
stations in the arca were the most significant factors affecting TOTAC. Density had positive
mmpact on TOTAC as expected.  Income had positive influence on TOTAC, but it was not
statistically significant. Income was not a significant factor for the demand level (LNSUB)
cither. URBAN and AVGWAGI! variables were not significant at all in repards to TOTAC.

However, urban dwellers were more likely to be cable subscribers.
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‘The number of broadcast signals in the arca also had positive impact. "The strength of
competition must be prompting local cable operators to improve on the quality of their service.
This positivc impact of the number of local broadcast signals on cable diversity seems (o come
from two reasons. A cablc operator might have an incentive to increase channcl diversity if its
competition (in this case, over-the-air broadeast signals available) is stronger and thus higher
quality scrvice is nceessary (o get people (o subscribe (o cable.  Also, it is likcly that a cable
systcm's channel linc-up includes more broadeast channcls as there arc more local broadcast
channel available in the arca. Unfortunately, we cannot separate out the (wo types of effect
with the data at hand.

Ownership related characteristics of the system -i.c. the extent (o which the system is
vertically integrated with programming networks (V1) which is also highly correlated with the
size of the MSO- had positive influcnce on TOTAC although p-valuc was nol as high as
clicczlcd. Efficiencies realized from vertical integration and bargaining power advantage vis-
a-vis program supplicrs scem (0 positively work for channcl diversity. 1t might have cven
bigger influence in which network gets to be seleeted in the system menu. An infegrated
system will be more likely to include affiliated network with all other things cqual.

Channc! capacity was the most influcntial variable determining channcl diversity with
the highest beta coctficient.  Approximately four additional channcl capacity increases one
more programmed channel. ‘The influence of it was bigger than that of subscriber basc.

23 out of total 244 systcms in the data sct had same channel capacity and total number
of programming. Upgrading channcl capacity requires substantial financial commitment and
also time.  Por those 23 cascs, it can be cither channel capacity (smaller than necessary)
constraining optimal TOTAC or optimal TOTAC happens to be exactly same with the channe!

capacity the system has. Those 23 systems were removed from the data sct and the came
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cquation was measured. The regression result was pretty much the same and channel capacity.
followed by subscriber base, was the strongest predictor of TOTAC,

Future growth potential of the system arca was represented by projected population
growth and average retail growth rate in the ()rigiﬁal model.  Projected population growth ratc
was not a significant factor. Retail sales growth rate had a positive relationship to the total
numbcer of channcls carried and was signilicant at .05 level. As of 1990, advertising revenue
only consists of 4% of cable system revenue, but is projected (o increasce in the future.
(Sherman, 1994) 1f local advertising becomes a more common industry-wide practice, the
influence of it on channcl diversity might go up in the future.  As the contribution of local
advertising revenue (o the cable system's (otal revenuc gets larper, the influence of local
advertising market potential on diversity will increasc.

Among demographic variables, age variable and houschold size were statistically
significant factors influencing the demand for cable television. 'The more there are older
people in the arca, the lower the subscription (o the cable clevision. The result was consistent
with the previous rescarch. On the contrary, houschold size had significantly ncgative impact
on the demand for cable television, which was the opposite of the previous rescarch. Income
and cducation were not significant factors. ‘This scemingly inconsistent result supgests the
weakness demographic characteristics as reliable predictors of cable television demand.
Sparkes & Kang (1986) noted that as cable television changes from novelty to more widespread
medium the demographic differences between subscribers and non-subscribers tended to
disappear over time. Greenberg, ct al (1988) also noted that as penctration changes, subscriber
profiles arc different in a system's life cycle. LaRosse & Atkin (1988) found that the influence of
service and satisfaction was far more explanatory than traditional demographic or media-market

variables.

9.
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The quality of scrvice measured by the number ol programming nctworks carried by
the system was by far the strongest predictor of the demand for cable tclevision. Basced on
beta cocfficient, it was even stronger than the cxplanatory powcer of 11 (total number of
houscholds in the system arca). . d

System age had positive impact on the number of subscribers as expected.  Urban
population scems to have higher demand for cable tclevision. 'The number of local broadeast
stations had ncgative impact on the demand for cable. Broadcast tclevision is surc to be a
substitute for cable television, at least as of this time,

TOTAC and TNSUB had mutually positive influence to cach other. In addition, both
factors were very strong predictors for cach other. “The influcnce of subscriber hase on
channel diversity is statistically significant (p-valuc of t-statistic: .01). A system has morc
programmed channcls (higher diversity) when it scrves higher number of subscribers. With
approximatcly 1.61% increase of the ‘numl)cr of subscribers, one more programmed channel s
added to the system. 1t means that as we move from a small system {0 a larger system more
and more subscrivers are needed to increase channel diversity. Atfter beyond a certain level of
subscriber base, the increase of channel diversity becomes st nant. Since this is @
simultancous cquation maodel, the variables such as system age, and agc ol the population
which scemingly affect subscribership also exert influcnce on total number of channcls
programmed indircetly through increasing or decreasing subscribership.

Also, the influence of TOTAC on subscriber size is statistically significant and positive.
‘The relationship holds with all other factors, local market and system characteristics, held
constant.  Approximatcly 10- programmed channel increase brings 1% incrcase in the

subscribership. TOTAC was the strongest predictor for the subscription rafc.




‘The channel diversity offered by the system is only onc of many quality factors
considered by viewers at the moment of decision (o subscribe, Overall quality of opcrating
service provided to subscribers such as responsive service personnel, prompt plione answering,
appropriate dealing of complaint and convenicnt billing, which was not included in the model,
might cxplain somce of the uncxplained variation.

‘The relationship between system size and channel diversity was positive and mutually
reinforcing. The larger the system is,‘ the higher the diversity level is. Nigher diversity, in
turn. results in higher subscription. However, the effect of subscriber base tapered off as we
movce (o & larger sized systems. The cffect of channel capacity was also strong and positive,

which holds truc after holding, all other factors constant.

VIiI. Discussion and future rescarch

"This study revealed that the same cconomic force (hat governed quality of other media
product is also at work for determining, cable channcl diversity. A system serving larper
markct in terms of subscriber basc ()('fcrs higher quality scrvice, in this casc higher channel
diversity, to its subscribers. The same force works in newspaper industry.  Big city

newspapers have more diverse sections than suburban papers. 'The same is for international

trade of motion pictures; Countrics with larger domestic markel producc and cxport films with
morc diverse subjects (Wildman & Siwek, 1988). 'I'V programs with higher cxpected
audicnee have higher production budget to improve on quality than the others (for cxample,

network program vs local broadceast station production).
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Channel capacity puts apparent limit to the channel diversity.  But systems with larger
subscriber basc offered higher level of diversity even after controlling for the channel capacity
and many other variables.

Technological advance which abolishes physical channel capacity limit will not bring
about drastic increase in diversity; at Icast by itsclf. Lconomic constraints on diversity, local
market characteristics and su.bscribcr basc as presented in this model, will remain the same in
the "500-channcl world®.

It scems that how we divide arcas served by a multichannel service provider matters
much in determining channel diversity as it is defined in this study. However, since this study
did not extend to study the composition of programming, line-up in the systems whether having,
a larpe service arca is always betier or not cannot be answered. “Fraditioral policy goals such
as localism might not be better served by assigning larpe system arcas. Study of the
determinants of system programming, composition, that is what determines the selection of
particular sct of nctworks in a system, should be followed as a future rescarch.

The notion of competition should be reconsidered. "there can be conflicting arguments.
General cconomic theories on competition hold that competition is much better for improving
product quality and tuning to consumer nceds. On the other hand, compelition reduces rate of
return for the producers by dividing the market. Basced on the result of this study, that is
subscriber base being a strong determinant for channel diversity, competition in the same
system arca might not be always better for channcl diversity since competing, multichanncl
service providers are bound (o divide up the subscriber base of the given arca, The result
cannot be conclusive since the data consist of non-competitive systems only. A Tollow-up
study including, competitive systems will be conducted. A variable indicating. the strength ol
()\-/crbuil(l competition such as the proportion of houschold passed which is also passcd by any
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competitor in the system arca can be included in the model and the effeet of muliichannel
competition ¢can be measured.

Overall, demographic variables were not so strong predictors of channel diversity.
Probably demographic variables excrt stronger influence over which network (o pick rather

than how many nciwork to carry. It should be also the subjeet for future rescarch.
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Cable Subscriber Programming Preferences 2

Abstract

Programming is arguably the most significant characteristic of cable television service. Over 600
subscribers to system in a Northeastern city were surveyed to assess their preferences for
programming types and interest in interactive services. Subscriber sentiment to add science,
nature, and cultural programming was strong, as was the desire to reduce the number of shopping,
religious, and pay-per-view channels. Interest in the interactive services was weak. Implications
for cable system operators are discussed.
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Marketing Cable Television: Programming and Interactive Service
Preferences of Cable Subscribers

Cable programming has long been recognized as significant to the success of cable service
in the consumer marketplace. Among the earliest cable subscribers, who often lived in
communities where reception was impaired, the primary motivation for subscribing was the
improvement in picture quality (Baidwin & McVoy, 1988). However, research suggests that by
the early 1980s the need for better reception was supplanted by the desire for more channels and a
greater variety of programming. For example, Metzger (1983) found in a national study of cable
subscribers that 41% subscribed for greater program variety and quality compared with 34% who
sought better reception. Metzger also found basic only subscribers were more likely to subscribe
for better reception while premium service subscribers were more likely to subscribe for program
variety. Similarly, Rothe, Harvey, and Michael (1983) studied cable subscribers to a large system
in one of the top 10 U.S. media markets and found the desire for more movies and more channels,
as well as variety were the most important decision tactors in choosing to subscribe. The results of
more recent studies (e.g., Umphrey, 1989; Atkin, 1992) suggest these findings as still true today.

The desire for more program variety is not only important in the initial decision to subscribe
to cable service. Consumer behavior researchers have developed a disconfirmation model of
satisfaction formation that suggests consumer satisfaction is an important antecedent of product
repurchase decisions (Hunt, 1977; Oliver, 1980; Churchill & Suprenant, 1982). Following from
this model, cable television program variety and quality may play a role in subscribers’ satisfaction
formation which is, consequently, an important antecedent of the subscription maintenance
decisions. Given the importance subscribers’ place on the increased variety cable offers,
subscribers’ negative perceptions of the variety offered by their cable operator (i.e., number of
channels and diversity of program types) would likely affect their satisfaction with their service and
subscription maintecnance decisions. Rescarch conducted to test this hypothesis is limited and the
results mixed. For example, while LaRose and Atkin (1988) failed to find a relationship between

program satisfaction and subscribers’ intention to disconnect, Jacobs’ (in press) study of cable
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subscriber satisfaction revealed that program variety, and for some demographic segments program
quality, are determinants of subscriber satistaction.

Still, in today’s changing telecommunications environment all cable system operators
recognize the importance of subscriber satisfaction. As local cable system operators experience
increased competition from cable system overbuilds, telephone companies, and direct broadcast
satellite systems programming will grow in importance (Biirgi, 1995). The unique programming
on cable television has been shown to add to the perceived value of television consumption for
cable subscribers (Albarran & Umphrey, 1994). Similarly, the programming offered by a cable
system operator will be an increasingly significant factor in system operators’ efforts to
differentiate themselves from competitors by adding value to their service.

As channel capacity grows system operators will be challenged to buy and create
programming and interactive services that meet the needs and expectations of subscribers. The
solution, however, is not simply adding programming unselectively, as capacity becomes
available. Research has shown that television viewers whose needs are being met by broadcast
offerings find no reason to subscribe to cable service (Becker, Dunwoody, & Rafaeli, 1983).
New channels added indiscriminately may fail to meet the needs of subscribers and attract buyers.
Therefore, general managers and marketing managers need to explore subscribers’ preferences for
future programming and services. System operators need to listen to the voice of the consumer
and use consumer feedback to shape what the menu of services will look like. This will allow
system operators to make better programming decisions up front, saving the expense of replacing a
network or interactive service that proves unpopular (and unprofitable). In the same way that
program audience ratings for demographic subgroups enable advertisers to target their audiences,
analysis of preference data by demographic subgroups will assist system operators in marketing
programming and services in packages, tiers, or as 2 la carte offerings to target demographic
subgroups.

While some cable operators are undoubtedly actively researching consumer interest in

newly available cable programming and intcractive services, relatively little academic or market
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research data has been reported in the public domain. In searching for research on cable
subscribers’ programming preferences for this study, just two reports were found in the trade
press. Tele-Commum'cation§ Inc.’s tv! Network, which carries programming from about 20
different existing and aspiring cable networks, recently began soliciting viewer feedback to new
programming concepts via an 800 number (Katz, 1995). Obviously, this type of research Jesign
does not provide representative data. Nevertheless, so far the Outdoor Motorsports Channel and
The Military channel have received generally favorable ratings but Bloomberg Business News
fared poorly with 84% of callers indicating the programming was not very good and 88% saying
they did not want the service as a 24-hour channel. The Ecology Channel’s quality ratings were
mixed. And in a related market study, Beta Research Corp. conducted a national survey of cable
operators to determine the cable networks they were most interested in adding to their offerings by
the end of 1995 (Granger, 1995). The channels general managers were most interested in adding
are the Sci-Fi Channel, History Channel, ESPN2, Learning Channel, Cartoon Channel, and Court
TV. |

Some research has also been reported about consumer interest in interactive services. Over
a decade ago, Rothe, Harvey, and Michael (1983) queried cable subscribers about their interest in a
range of interactive services. Forty one percent reported they were very interested in
news/weather/sports on request and 39% were very interested in home security. Only 25% were
interested in home banking, 18% in home shopping, and 17% in financial information. The
authors concluded that consumers generally lacked awareness of these services and a recent market
study suggests not much has changed since the early 19805. A telephone survey of 1,000 adults
conducted by Lou Harris and Associates for Privacy & American Business, a nonprofit journal,
indicates that consumers may be less interested in home shopping and movies-on-deniand than
service providers expect (Ziegler, 1994). Just 40% of respondents expressed interest in ordering
sports programs or movies-on-demand, and only about a third said they want interactive shopping.
Nearly 75% of consumers surveyed were intercsted in customized news reports and 63% were

interested in health-care, government, and product review information services. A spokesperson
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for Lou Harris suggested that these findings should be interpreted with care since many of the
consumers surveyed apparently had limited knowledge of interactive services.

The present study, based on a survey of cable subscribers to a single system in a ¢ 25
cable market, addresses three research questions: What are cable television subscribers’
preferences for programming additions? How interested are cable subscribers in interactive
services? What relationships exist between subscriber demographics and interest in cable

programming types and interactive services?

Method

The data reported here were collected as part of a survey of subscribers to a large cable
system in a medium size city in the Northeast. Data were gathered in telephone interviews
conducted between July 18 and July 31, 1994 by trained communication graduate students.

A systematic random sample of telephone numbers was drawn from the system’s database
of current subscribers. A minimum of two attempts were made to contact busy, no answer, and
machine answered numbers. Out of 894 valid attempts (excluding business numbers, no answers,
.nd disconnects) there were 607 completed interviews and 287 refusals for a response rate of 68%
(Frey, 1989). The respondents were 41% male and generally middle-aged with 45% between 35
and 54 years of age. Thirty percent were over 55 years old. The sample wus relatively affluent
with 30% earning between $50,000 and $74,999 and nearly 25% earning $75,000 or more.
Almost 50% had earned a college degree or higher. The average household size was 2.72 persons
and 47% of the households had three or more members. Among the respondents, 30% subscribed
to one or more premium (pay) channels.

The survey instrument was designed to gather data on subscribers’ programming and
service expectations. Subscribers’ programming preferences were measured by asking them to
indicate for a comprehensive list of 15 channel types it they would like more, the same amount, or
fewer channels of that type (1=fewer channels, 2=same amount, 3=more channels). The

descriptions of channel types included an existing cable network example for each (e.g., “Sports
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channels like ESPN"). The channel types are listed in Figure 1. Interest in new, interactive
services was assessed by asking respondents to indicate for eight service concept statements how
interested they would be in receiving each service through their cable company (1=not at all
interzsted, 2=not very interested, 3=somewhat interested, 4=very interested). For example, the
concept statement for home banking read, “Home banking which would allow you to review your
accounts and make transactions.” The eight services are listed in Figure 2. The demographic data,
summarized above, were collected to allow for more in-depth analysis. Ordinal scales were used
to measure education (1=did not graduate from high school, 2=graduated from high school,
3=some college, 4=graduated college, S=some postgraduate work, 6=eamed postgraduate degree),
household income (1=less than $10,000, 2=$10,000 to $19,999, 3=$20,000 to $34,999,
4=$35,000 to $49,999, 5=$50,000 to $74,999, 6=$75,000 to $99,999, 7=$100,000 to
$124,999, 8=$125,000 or above), and age (1=18 to 24, 2=25 to 34, 3=35 to 44, 4=45 to 54,
5=55 to 64, 6=65 and older). Household size was recorded as reported by the subscriber and
gender was noted by the telephone interviewer. Each subscriber’s service level (1=basic only,
2=basic plus premium) was also recorded from cable system records.

The data were tabulated and analyzed using SPSSX (Norusis, 1990). The analysis began
with total sample frequency distributions for eack iiem of interest. Then, to locate differences in
program preference and interactive service interest among demographic and service level

subgroups, a series of cross-tabulations and chi-square tests of association were computed.

Results
Programming Preferences
When given the opportunity to express their desire for more or fewer channels of the
different programming types on their cable system, subscribers were to some extent apathetic. For
most of the channel types--pay-per-view, premium, sports, news, music, children’s, business,
women's, and foreign language--between about 45% and 55% of the subscribers indicated the

status quo (the same amount) was preferred. Still, as shown in Figure 1, subscribers do hold
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strong programming preferences. There appears to be strong demand for additional science,
nature, and cultural programming. Between 33% and 40% of subscribers would also like to see
additional children’s, news, sports, and women’s channels. Conversely, subscriber sentiment to
reduce the number of shopping, religious, and pay-per-view channels is strong. Moreover, about
a third of the respondents would like to see the number of foreign language and music channels

reduced.

Figure 1 about here

The chi-square analysis of channel type preferences by subscriber demographics and
service level reveal the existence of some relationships between these variables. To aid in the
interpretation of the cross-tabulations the age, income, education, and household size data were
collapsed for the analysis into a reduced number of levels. *“Same amount” responses were
removed from the analysis as well. The following descriptive groupings facilitate the reporting of
the significant findings. |

Gender driven preferences. Not surprisingly, subscribers most interested in more Sports
and women's channels are men and women, respectively. Only 50% of women want more Sports
channels while 84% of men do (X2=40.99, d.f.=1, p<.001). Similarly, 86% of women want
additional women's channels compared with 57% of men (X2=26._71, d.f.=1, p<.001). And both
men and women would like more cultural programming but the proportion of women expressing
this desire (95%) significantly exceeds the 86% of men (X2=8.90, d.f.=1, p<.0l).

Age driven preferences. Desire for additional music and public affairs programming is
related to subscriber age. Younger subscribers are more interested in additional music channels
than older subscribers (X*=20.69, d.f.=2, p<.001). Conversely, older subscribers are more
likely to request additional public affairs programming than <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>